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DECEMBER 1951 


BRITISH AND AMERICAN EXPORTS: A STUDY SUG- 
GESTED BY THE THEORY OF COMPARATIVE COSTS. 
PART I? 


A. Exports anp Lasour Costs 
The Labour Theory of Comparative Costs 


Tue work of Mr. Rostas * and others on the productivity of 
British and American industries makes it possible to test some 
aspects of the theory of comparative costs. According to that 
theory, when based on a labour theory of value and assuming 
two countries, each will export those goods for which the ratio of 
its output per worker to that of the other exceeds the ratio of its 


money wage-rate to that of the other. Before the war, American 
weekly wages in manufacturing were roughly double the British,* 


1 The second part of this study will be published in a later issue of the 
Economic JouRNAL. Some provisional results were submitted to a meeting of 
the International Economic Association at Monaco in September 1950 and 
published, in a greatly abbreviated form, in the Spring 1951 issue of the Inter- 
national Social Science Bulletin. 

I am indebted to Messrs. Corner, Dehn, Donnison, Lisle and Thackeray, Mrs. 
Little, Miss Brotman and Miss Orton for statistical assistance, and particularly 
indebted to Miss Verry, who performed a large part of the calculations. I am 
grateful for technical and other services provided by the Oxford University 
Institute of Statistics and for financial assistance from the Oxford University 
Social Studies Research Fund. Professors D. G. Champernowne and J. E. 
Meade, Messrs. A. I. Bloomfield, H. Klemmer, D. J. Morgan, R. V. Rosa, L. 
Rostas, R. L. Sammons, J. R. N. Stone, C. Winsten and others have kindly given 
valuable advice, but are, of course, in no way responsible for any shortcomings in 
this paper. 

2 L. Rostas, Comparative Productivity in British and American Industry. 

3’ The Ministry of Labour’s figure (Ministry of Labour Gazette, March 1951, 
p. 92) for average weekly earnings in manufacturing industries only in the United 
Kingdom in October 1938 is 50s. 4d. = $12 (at £1 = $4.769). The Department 
of Labour’s figure for United States manufacturing for October 1938 is $23.98, 
and the N.I.C.B. figure $26.14. These are respectively 2-0 and 2-2 times the 
British figure. A comparison of the United States and United Kingdom 
Censuses of Production for 1935 suggests a figure nearer 1}. The British and 
American figures are not, of course, strictly comparable, and the weights given 
to the various industries are not the same. 
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and we find that, where American output per worker was more 
than twice the British, the United States had in genera] the bulk 
of the export market, while for products where it was less than 
twice as high the bulk of the market was held by Britain. This is 
shown clearly in Table I, and more detailed figures are given in 
Table II. Out of twenty-five products taken, twenty (covering 
97% of the sample by value) obey the general rule, and two of the 
remaining five would cease to be exceptions if a different measure 
of output per worker were chosen.! 


TABLE I 


U.S. and U.K. pre-war Output per Worker and Quantity of 
Exports in 1937 
U.S. output per worker more than twice the British : 


Wireless sets and valves “ . U.S. exports : times U.K. exports 
Pig iron ° ° ° e ° . ” ” ” ” ” 
Motor cars . . . . . . ” ” ” ” ” 
Glass containers . ‘ ; 3 ; oe os 34 i“ a = 
Tin cans e e ° ° e . ” ” 3 ” ” ” 
Machinery . . . . . . ” ” 1k ,, 9 9 
Paper . . . . . . . ” ” 1 ” ” ” 
U.S. output per worker 1-4—-2-0 times the British : 
Cigarettes . ; ° ° . U.K. exports 2 times U.S. exports 
Linoleum, oilcloth, etc. . ‘ : ‘ oa de  * 2 ‘ * 
Hosiery . . . . . ” ” 3 ” ” ” 
Leather footwear . J R ; ; a Pe » w Be ae 
Coke . ° ° . . ° . ” ” 5 ” ” ” 
Rayon weaving . : : ; ‘ ee * 8 ” ” 
Cotton goods e ° ° ° ° ” ” 9 ” ” ” 
Rayon making . . . . . ” ” 11 ” ” ” 
Beer . . ° ° ° ° ° ” ” 18 ” ” ” 
U.S. output per worker less than 1-4 times the British : 
Cement . ” ” 11 ” ” ” 
Men’s and boys’ outer clothing of wool . eo eo + om 9» 
Margarine e . . . ” ” 32 ” ” ” 
Woollen and worsted . ne on 200 on 99 ” 


Exceptions (U.S. output per worker more im twice the British, but U.K. exports 
exceeded U.S. exports) : Electric lamps, rubber tyres, soap, biscuits, matches. 


See Table II for further details. 





1 See footnote 34 to Table IT. 

The following industries for which Mr. Rostas made estimates were omitted 
from the analysis: pipe tobacco, cigars and fish-curing, where Mr. Rostas’s 
estimates are particularly liable to error; steelworks, foundries, bricks and seed 
crushing, where it is hard to find comparable export figures; manufactured ice 
(no recorded exports from either country); grain-milling and beet sugar. 

The sample used covered nearly half United Kingdom exports in 1937 of 
“ articles wholly or mainly manufactured ” plus “ tobacco, manufactured ” and 
nearly half United States exports of “‘ finished manufactures.” It also included a 
small value of manufactured foodstuffs (biscuits, margarine and beer), and a 
small part of the exports classified in the United States returns as “ semi- 
manufactures.” 
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But while in the normal text-book examples the exports of each 
country go to each other, the great bulk of the exports of the 
United States and the United Kingdom in 1937 went to third 
countries—more than 95% of British exports of all our sample 
products but three, more than 95% of American exports of all the 
products but six (see columns (4) and (5) of Table II). It is true 
that each country was nearly always 8 a net exporter to the other 
of products i in which it had a comparative advantage (see column 
(9) of Table IT), but this is is of limited interest, since trade between 
them was in general a negligible proportion of their total con- 
sumption, despite the large differences in the ratio of productivity, 
which enabled some British industries to sweep the board in 
third markets, while in other industries America swept the board. 
The lower part of column (8) of Table IIT shows that, even where 
Britain had a comparative advantage, and could undersell 
American producers in third markets, her exports to America were 
usually a small fraction of 1% of total American consumption. 
The upper part of column (8) shows that, where America had the 
comparative advantage, her exports to Britain were, in general, 
more substantial, but never more than a few per cent of total 
British consumption. 











Tariffs 


Why was this so? Apart from costs of transport and the 
many difficulties of selling in a foreign country where there are 
rival domestic producers, there seems little doubt that tariffs 
were a decisive obstacle. The approximate ad valorem incidence 
of the American tariffs (adjusted where necessary for internal 
revenue taxes!) is shown in column (6) of Table II,? and 


1 Such adjustments were necessary only for beer (where the internal revenue 
tax was levied only on home production) and for margarine (where the internal 
revenue tax was higher for imports than it was for home production). Where 
internal revenue taxes were levied on other items, they applied equally to home 
production and to imports, and were additional to Customs duty. 

* The tariff rate (before adjusting for internal revenue tax) was obtained by 
expressing the calculated duty on the relevant categories of imports from the 
United Kingdom as a percentage of the value, excluding duty, of imports from 
the United Kingdom. This states correctly the protective effect of the tariff 
where (as with motor cars) one rate of duty applies to all sub-categories and the 
rate is ad valorem. But where the rate is wholly or partly specific, or where there 
is more than one rate, the protective effect tends to be understated, since imports 
of types and qualities on which the ad valorem incidence of the tariff is highest 
will tend to be the most restricted and may even be eliminated; it is shown in 
the text that potential imports from the United Kingdom were in large part kept 
out by the United States tariff. 
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Sources and General Notes on each Column 


Column (1). Rostas, Comparative Productivity in British and American 
Industry, except where otherwise stated. 1935, 1937 or 1939 in each country 
except where otherwise stated. Rounded figures. 

Column (2). Foreign Commerce and Navigation of the United States; Annual 
Statement of the Trade of the United Kingdom. An attempt was made to find 
categories comparable to those used by Mr. Rostas. Weighted averages of sub- 
items have been calculated in several cases. 

Column (3). Same sources as for column (2). Obtained by dividing index 
of value (in dollars) by index of quantity asin column (2). Price differences may 
reflect partly differences of quality, etc. 

Columns (4) and (5). Same sources as for column (2). Quantity ratios, in 
some cases weighted averages of sub-items. The sign — in these columns means 
less than one-half of 1%. Some of the figures in column (5) may be under- 
estimated where no United Kingdom exports to the United States are specified 
in United Kingdom trade accounts although some took place. 

Column (6). Foreign Commerce and Navigation of the United States ; Annual 
Reports of the Commissioner of Internal Revenue. Calculated duty on relevant 
categories of imports from the United Kingdom as percentage of value of imports 
from the United Kingdom, excluding duty. Allowance made where necessary 
for internal revenue taxes. Rounded figures. 

Column (7). Annual Statement of the Trade of the United Kingdom; Customs 
and Excise Tariff of the United Kingdom, 1937. Average non-preferential rates 
in round figures. Since it was not always very clear into which tariff category a 
product fell, some errors may have arisen. Allowance was made so far as possible 
for excise taxes on British-produced goods. 

Column (8). United Kingdom Census of Production, 1935; Annual Statement 
of the Trade of the United Kingdom; British Iron and Steel Federation, Statistics 
of the Iron and Steel Industries; Society of Motor Manufacturers and Traders, 
Ltd., The Motor Industry of Great Britain; Foreign Commerce and Navigation of 
the United States; U.S. Tariff Commission, Post-War Imports and Domestic 
Production of Major Commodities, 1945. The categories covered do not always 
correspond exactly with those used in other parts of the table. 

Column (9). Same sources as for column (2). 


Footnotes to Table II. 


1 American pre-war weekly wages were roughly twice as high as the British. 

2 American output per worker more than twice British, but British exports 
greater than American. 

* This ratio is typical of the years 1937-39, but much higher than in earlier 
years. 

* A duty of 334% was removed during 1937. 

5 1937. 

® United Kingdom, 1935; United States, 1939. 

7 Weighted average of sets and valves. 

8 Weighted average of sets (20%) and valves (33}%). 

® Weighted average of private and commercial vehicles. 

10 United Kingdom, 1935; United States, 1937. 

11 Based on value; approximately same coverage in the United States and 
the United Kingdom; includes electrical machinery and locomotives. 

12 Typical rate of duty; the average incidence was probably lower, allowing 
for imports exempt from duty. 

18 Partly estimated. 

14 Based on figures for miscellaneous woollen wearing apparel, not knit or 
crocheted. 

15 Weighted average of main types. 
16 Beer is included in Group II, although Mr. Rostas’s index is 2-01. 
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Footnotes to Table II—continued. 

17 Customs (approximately 130% of import value) less excise (approximately 
100% on equivalent beer). Based on imports from all foreign countries. No 
imports from the United States are separately recorded. 

18 Weighted average of various types (linoleum, oilcloth, felt base floor 
covering, etc.). 

19 Weighted average of stockings, knitted underwear, knitted outerwear 
(approximate). 

20 Excluding silk and rayon duty. 

21 Customs duty was 14/7d. per lb. There was no excise duty on home- 
produced cigarettes as such, but that on home-grown tobacco was equivalent to 
an excise duty of 11/5d. per lb. The difference, 3/2d. per lb., is about 70% of the 
import value of U.S. cigarettes. 

22 Rough figure for printed rayon tissues only, from all foreign countries, 
allowing for excise duty on home-produced yarn. 

23 Adjusted to 1937 in each country. 

24 Weighted average of yarn and cloth. 

25 Rate on tissues. 

26 Customs (approximately 75% of import value) less excise (approximately 
20%). Based on imports from all foreign countries. No imports from the 
United States are separately recorded. 

27 Weighted average of yarn, cloth, carpets, felt. 

28 Rate on tissues and carpets. 

29 1946. Heavy Clothing Industry Working Party Report, p. 153. 

30 Based on value; quantity data inadequate. 

31 Not available. 

32 United Kingdom, 1938; United States, 1939. 

33 This ratio would be lower if allowance were made for the higher proportion 
of larger bulbs in United Kingdom exports. 

34 In terms of value of net output per worker, the ratios are 1-0 for matches 
and 1-7 for rubber tyres and the two items cease to be exceptions. 

$5 1935. 

36 Customs (approximately 370% of import value) less excise (approximately 
325%). Based on imports from all foreign countries. No imports from the 
United States are separately recorded. 

37 Automobile outer covers only. 

38 Men’s shoes—large United Kingdom export surplus to United States. 
Women’s shoes—large United States export surplus to United Kingdom. 

39 Imports paid customs duty of 14 cents per lb. and internal revenue tax of 
15 cents per lb., making a total of 29 cents per lb. Margarine produced in the 
United States paid internal revenue tax of 10 cents per lb. if coloured and of } cent 
per lb. if uncoloured. Assuming that all imports from the United Kingdom 
were coloured, the extra tax paid by them was 19 cents per lb., equivalent to 
approximately 210% of the average value of imports from the United Kingdom. 
On uncoloured imports the extra tax would be still higher. 

4° Customs (approximately 29% of import value) less internal revenue tax 
(approximately 9%), which was levied on beer produced in the United States, 
but not on imported beer. 


[ Fig. 1 shows how far they offset Britain’s comparative advantages. 
. This diagram (drawn on a double logarithmic scale for reasons to be 
. explained later) shows the ratio of American to British output 
per worker in each industry—measured vertically—and the ratio 
of American to British exports—measured horizontally—for all 
products in our sample save the exceptions noted above. Where 
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United States output per worker is not more than twice the 
British (items on or below the horizontal line marked 2) the 
incidence of the American tariff is shown by an upward-pointing 
arrow. In cotton spinning and weaving, for example, United 
States output per worker is estimated at 1-5 times the British, 
and since the United States tariff was on average about 35%, the 
arrow extends upwards to just over 2-0. This means that, 
assuming a labour theory of value and American weekly wages 
double the British, the price of United Kingdom goods would be 
three-quarters of the American in the world market, but as dear 
as the American in the American market after paying the tariff. 
Thus the tariff almost exactly offset Britain’s comparative 
advantage in cotton goods, even ignoring the cost of transport.! 

It will be seen that the American tariff fully offset Britain’s 
comparative advantage in every product except cement and coke 
(where the cost of transport is high), and footwear, where the 
remaining margin was not large in relation to the transport and 
other special costs involved. (Figures given later show that the 
United States tariff also offset Britain’s advantage as measured by 
export prices in every product save cement, coke, footwear and 
beer.?) It is perhaps significant that the American tariff was, in 
general, much higher on products where Britain had a compara- 
tive advantage than it was on the others. The unweighted 
average was 61% ad valorem where Britain had a comparative 
advantage, 28% where she had not.*® 

(It must be emphasised that all these conclusions refer to 
pre-war conditions. Since then, the ad valorem incidence of the 
US. tariff on many items has been substantially reduced, both 
through the reduction of rates and through the rise in prices, 


1 It will be seen later that the United States tariff on cotton goods offset, with 
a@ more substantial margin to spare, Britain’s advantage as measured both by 
wage costs per unit of output and by export price. 

2 If, however, the ad valorem incidence of the (specific) beer duties is reckoned 
on the average value of the United Kingdom’s total exports of beer, rather than 
on that of United States imports from the United Kingdom, the United States 
tariff (even after allowing for the internal revenue tax levied only on American- 
produced beer) fully offset Britain’s price advantage. 

3 Groups II and I respectively in Table IT. 

Similar calculations covering 155 commodities showed that the average 
American tariff was 40% where the British export price was lower than the 
American and 26% where it was higher. They also showed that, in a (bare) 
majority of the cases where the British export price was lower than the American, 
the American tariff offset the British price advantage. (In these calculations, the 
ad valorem incidence of the American tariff was, for simplicity in computation, 
based on American imports from all sources, rather than on imports from the 
United Kingdom only.) 
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which has reduced the incidence of specific duties. There has, 
moreover, been a large rise in the ratio of American to British 
average dollar weekly earnings in manufacturing, from about 2 
in October 1938 to nearly 34 in April 1951. While in many 
industries output per worker may also have risen faster in the 
United States, there seems little doubt that, in most, American 
labour cost per unit of output must have risen in relation to the 
British. It seems likely, therefore, that the importance of the 
United States tariff in offsetting Britain’s comparative advantages 
has in general been reduced.) 

The British 1937 tariffs (Column (7) of Table II) were 
generally lower than the American; the unweighted average was 
24%, ad valorem} compared with an American average of 45%. 
The downward-pointing arrows in the diagram ? show that the 
British tariffs fully offset America’s comparative advantage in 
only paper and glass containers; British imports of these products 
from the United States were a negligible part of her total con- 
sumption. The British tariff failed to offset America’s com- 
parative advantage in machinery, motor cars, wireless sets and 
valves, pig iron and tin cans; in all but the last, where the cost of 
transport is high because of stowage difficulties, Britain’s imports 
from the United States were a significant but still a small part of 
her consumption, ranging from 2} to 8%. That they were not 
larger may perhaps be partly explained by transport and other 
special costs. The margins remaining after the tariff were small 
for machinery and motor cars, and for pig iron the cost of transport 
is heavy. Another possible reason will be given later for the low 
imports of these products into Britain.® 

The more protective nature of the United States than of the 
United Kingdom tariff may help to explain the following facts : 
in 1937, only 44% of Britain’s exports of manufactures were sold 
in the United States, although that country accounted for about 
one-third of the world’s consumption (not imports) of manu- 
factures outside the United Kingdom; but as much as 11% of the 


1 Omitting tin cans, for which no American figure was found. 

2 If the United Kingdom tariff was 100 ¢%, and the ratio of United States to 
United Kingdom productivity R, the downward-pointing arrow brings the point 

R 
1+¢ 

3 See section on “ Indirect Labour.” 

Figures given later show that America’s advantage as measured by export 
price was fully offset by the United Kingdom tariff on motor cars, and the margins 
remaining after the tariff are reduced on tin cans, pig iron and wireless sets and 
valves. (For glass containers and paper, however, the American advantage is 
no longer offset.) 





down to 
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United States’ exports of manufactures were sold in the United 
Kingdom, roughly equal to the proportion which Britain repre- 
sented of the world’s consumption of manufactures outside the 
United States. 


Varying Relative Wages 

So far we have assumed that American weekly wages were 
roughly double the British in all the industries considered. In 
fact, there was some variation. It is, however, difficult to make 
allowance for this since the industrial classifications used by the 
two countries for the purpose of wage statistics differ consider- 
ably, and do not agree very closely with the classifications used 
in the productivity comparisons quoted. It was thought desirable, 
nevertheless, to make some very rough estimates of relative wage 
costs per unit of output, allowing for varying wage ratios, to test 
the validity of the general conclusions so far reached. The results 
for thirteen industries are shown in Table III. The “ excep- 
tional ” cases are excluded as before, together with other industries 
for which it seemed impossible to make even rough estimates of 
relative wages. 

It was found that American weekly earnings ranged between 
about 14 and 2} times the British (see column (2)). Column (3) 
gives rough estimates of relative wage costs per unit of output, 
calculated from the relative output per worker and wage figures. 
It will be seen that, in all industries save cigarettes, American 
wage costs per unit of output were less than or greater than the 
British, according as American output per worker was or was not 
more than twice the British. There is also a clear inverse relation 
between relative wage costs per unit of output (column (3)) and 
relative exports (column (4)), rather clearer in fact than that 
between relative output per worker and relative exports. The 
earlier generalisations on tariffs also remain valid.? 

Owing to the unsatisfactory nature of the statistics, no great 


1 The figures in this paragraph are not all strictly comparable. “he pro- 
portion of Britain’s exports of manufactures sold in the United States is based 
on the United Kingdom’s recorded exports of “‘ articles wholly or mainly manu- 
factured.”” The proportion of the United States’ exports of manufactures sold 
in the United Kingdom is based on American recorded exports of ‘‘ finished 
manufactures ” plus ‘‘ semi-manufactures.”” The other two proportions quoted 
are calculated mainly from Industrialisation and Foreign Trade, League of 
Nations, 1945, and are based broadly on the classification ‘‘ manufactured 
articles ” in the International (Brussels) Classification of 1913. 

2 The only differences are that the American tariff now offsets the British 
advantage in leather footwear and fails to offset it in beer and in men’s and boys’ 
outer clothing of wool (but only by around 10% in each case). 
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significance should be attached to the detailed results shown, but 
the general impression derived from Table III is that the main 























TaBLeE III 
(1) with ~ (3) , (4) 
eekly age costs : 
Output per dollar per unit of Quantity 
worker of exports 
Us.: UK. | rnin | eet. U8. UK 
re-war, | U:S:: U.K. | U.S. : —_—i- 1937 
P * | Oct. 1938. | (2) + (1). , 
Pigiron . 3-6 1-5 0-4 5-1 
Motor cars 3-1 2-0 0-6 4:3 
Machinery 2-7 1-9 0-7 1-5 
Glass containers 2-4 2-0 0-8 3°5 
Paper 2-2 2-0 0-9 1-0 
Cigarettes / 1-7 1-5 0-9 0-47 
Leather footwear 1-4 1-5 1-1 0-32 
Hosiery 1-8 1-9 1-1 0-30 
Cotton spinning and 
weaving ; . 1-5 1-7 1-1 0-11 
Beer 2-0 2-6 1-3 0-056 
Cement 1-1 1-7 1-5 0-091 
Woollen and worsted 1-35 2-0 1-5 0-004 
Men’s and boys’ outer cloth- 
ing of wool 1-25 2-3 1-8 0-044 
Sources : 


Columns (1) and (4): from Table IT. 

Column (2): Ministry of Labour Gazette, November and December 1940, 
and Monthly Labour Review, February 1939 (U.S. Dept. of Labour; Bureau of 
Labour Statistics). The figures are rough orders of magnitude only and subject 
to a considerable margin of error. They often refer to industry groups that are 
neither exactly comparable in the two countries nor identical with those used in 
deriving the figures in columns (1) and (4). 


conclusions reached earlier in the paper are unaffected by the fact 
that American wages were not exactly double the British in all 
industries. 


The Ohlin Theory 


parative costs, even when based on a labour theory of ‘value, so 
far as exports to third countries are concerned, and the small 
volume of trade in manufactures between Britain and America 
can be largely explained by tariffs that offset comparative advan- 
tages, The theory, as developed by Ohlin, that countries will 
export goods requiring a relatively high proportion of the factors 
with which they are well endowed, is not, however, confirmed by 
the statistics given by Mr. Rostas, If horse-power is taken as a 


rough index of capital employed, there is little tendency for 
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Britain to export more than America of products requiring a low 
ratio of capital to labour, and vice versa. We find, for example, 
that Britain had the larger export market in linoleum, cement and 
coke, where the ratio of horse-power to labour is above the average 
for ali factory trades in both countries, while the United States 
had the larger export market in tin cans, wireless, motor cars, 
machinery and glass containers, where the ratio of horse-power to 
labour is below the average.! Since, however, horse-power is 
probably an inadequate measure of capital employed, these 
negative results must not be taken as a refutation of the Ohlin 
theory. 


Imperfect Markets 


The usual labour theory of comparative costs assumes perfect 
markets and homogeneous products. If there were also no 
transport costs, Britain and America could both export the same 
commodity only where the productivity ratio equalled the wage 
ratio. Where either country had any comparative advantage, 
however small, she would get the whole export market. We find 
that, in fact, neither Britain nor America ever got the whole of the 
market (although this might be the case if we could take very 
narrow categories of goods). Each country tended rather to get 
the larger share of the market where it had a comparative advan- 
tage. But the figures show more than this. There is also a ten- 
dency for each country to get a larger and larger share of the 
market the greater its comparative advantage, especially when 
allowance is made for varying relative wages. This is what we 
should expect when there are imperfect markets, non-homo- 
geneous products and transport costs, and the data thus tend to 
confirm the labour theory of comparative costs when these more 
realistic conditions are introduced. 

A feature revealed by Fig. 1 that would not have been expected 
a priori is that the points lie fairly close to a straight line 
when plotted on a double logarithmic scale. The implications will 
be discussed later, but it may be well to consider for a moment 
the fact that the regression line passes through the horizontal line 
marked 2 (American output per worker twice the British) at a 
point well to the left of the vertical line marked 1-0 (American 
‘ and British exports the same). This means that America tended 
to export considerably less than Britain (less than two-fifths as 
much) even in industries where her output per worker was double 
the British and so exceeded the British by as much as her wage 
1 See Rostas, op. cit., pp. 68-70. 
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level. America tended to export as much as Britain only when 
her output per worker was about 2} times the British.1_ One 
possible reason is that Britain had on balance an advantage in 
the imperfect world market, including the advantage of Imperial 
Preference; this will be examined in more detail below (in 
Part JI to be published later). But there is another possible 
reason which must now be mentioned. 


Indirect Labour 


It seems likely that, where Mr. Rostas’s figures show the 
Americans using half as much labour within the factory per unit of 
output, they were using more than half as much labour indirectly, 
to produce the goods and to transport them to the ports, in other 
sectors of the economy such as building, transport, distribution, 
commercial and other services. Even if in some non-manu- 
facturing sectors, such as coal-mining, the Americans used less 
than half as much indirect labour per unit of output, it seems 
likely that on balance the figures of Mr. Rostas exaggerate the 
overall American superiority, except perhaps in products where 
they show American output per worker in the factory as con- 
siderably less than twice the British; in such cases the American \ 
superiority in output per worker may be less in the factory than 
in other sectors, and Mr. Rostas’s figures may therefore understate 
the overall American superiority? 

If we could re-draw our diagram in terms of output per worker, 
including indirect workers, we should therefore expect the points 
on the right, referring to products where America had a compara- 


1 If the “‘ exceptional ” cases are included, the line is shifted still farther to 
the left. 

2 Mr. Rostas (op. cit., p. 89) suggests the following rough relative produc- 
tivities per worker (United States : United Kingdom) in certain non-manufactur- 
ing sectors : 

Transport of goods ° . . . 1-0 (ignoring distance, which seems 
appropriate for this analysis) 

Commercial and other services 

Distribution . 

Building 

Gas 


ou 


Electricity 
Communications . ° . . 
Mining ‘ , . . . - 4:15 

To find the indirect labour used in a manufactured product it is, of course, 
necessary to estimate also the amount of fuel, commercial services, etc., used per 
unit of output, but it is not thought that this would substantially alter the 
conclusions reached in the text. As regards labour used indirectly in replacing 
capital equipment, Mr. Rostas (op. cit., pp. 56-8) finds no reason for supposing 
that this would greatly alter the average 2:1 superiority of United States 
industry in output per worker. 


QD tae bat few fos Os 
acote ao 
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tive advantage, to be brought down nearer to the horizontal line 
marked 2; this would help to explain the small scale of Britain’s 
imports even where her tariff did not appear to offset America’s 
comparative advantage. On the left of the diagram, the higher 
points would tend to be lowered and some of the lower points 
might be raised. It seems that, in general, our conclusions on 
the protective nature of the American tariff would be unaffected. 
It is not unlikely that the regression line would be lowered and 
would cut the horizontal line marked 2 farther to the right, thus 
reducing the apparent disadvantage of the United States in the 
imperfect world markets. 

It is likely that the regression line, besides being shifted down- 
wards, would also become flatter, not only because the relative 
amounts of indirect labour per unit of output used in transport, 
distribution, etc., are largely independent of relative productivity 
in the factory, but also in so far as individual factories used semi- 
finished products from a random selection of manufacturing indus- 
tries in which the American relative superiority in output per 
worker tended to average 2:1. The importance of this latter 
consideration must not, however, be exaggerated. Textile fac- 
tories, for example, tend to use the semi-finished products of other 
textile factories, and Britain tended to have a comparative advan- 
tage over most of the textile field. Similarly, engineering works 
tend to use the products of other engineering works, and the 
United States had a comparative advantage over much of this 
field. 

This may also help to explain the fairly good correlation 
between relative output per worker in the factory and relative 
exports. It is, after all, total cost and price rather than output 
\per worker that is of importance in determining exports,? and, 
since the wage bill of the average British factory was only about 
one-fifth of the total value of the output, it might have been 
thought that the differences in other costs would swamp differ- 
ences in wage costs. But there is in fact, as we shall see, a dis- 


1 It also seems that there is no observable relation between the relative 
amounts of capital (at least as measured by horse-power) used per unit of output 
and the relative productivities (see Rostas, op. cit., p. 54). In so far as relatively 
high output per worker goes with relatively high capital per unit of output, the 
range of overall relative productivity would be still further reduced by the 
inclusion of labour used in capital replacement. 

2 Except in so far as high productivity includes the ability to keep up to date, 
ete. 
3 In round figures, the gross output of factory trades in the 1935 Census of 
Production was made up of 20% wages, 55% raw materials, etc., 25% other 
costs and profits. 
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tinct correlation between relative output per worker in the 
factory and relative export price, and this may well be because a 
large part of the semi-manufactures bought by the average firm 
comes from industries with an output per worker, in relation to 
America, similar to its own. 


B. Exports AND PRICES 


We have already mentioned the rather surprising fact that, if 
relative output per worker is plotted against relative exports, the 
points tend to lie about a straight line if a double logarithmic scale 
is used. The correlation coefficient is 0-8, and the steeper of the 
two regression lines (that minimising the sum of the squares of the 
deviations in a horizontal direction) has a slope of about 4.1 
This is the regression line shown in Fig. 1. (If the “ excep- 
tional” items are included the correlation coefficient is 0-7 and 
the slope is about 3.2) In other words, we find that, if the ratio 
of British to American output per worker in the factory was 1% 
higher for commodity A than for commodity B, the ratio of ex- 
ports, according to the regression line shown, tended to be 3-4% 
higher. If prices in each country were proportional to direct 
factory labour used per unit of output the plotting of relative 
export prices against relative export quantities would show a 
downward slope of exactly the same magnitude, but if, as is less 
unlikely, prices were proportional to the total amount of labour 
used per unit of output, including indirect labour, we should expect 
the slope to be flatter for the reasons given above. The range of 
prices would, moreover, be still further reduced, and the curve 
still further flattened, if we took account of the use of raw materials 
entering into world trade and coming from neither the United 
States nor the United Kingdom, since their cost would tend to be 
the same for British and American manufacturers. 

We do in fact find (in column (3) of Table II) that, disregarding 
our exceptional cases as before, the American export price was | 
always lower than the British where America had a comparative | 
advantage (output per worker in the factory more than twice the | 
British) and exported more than Britain. Similarly, British / 
export prices were always lower than the American where Britain 

1 Throughout this paper, for simplicity of exposition, ia is used as @ measure 
o, the more usual measure. 
2 The slope of the regression line, when the sum of the squares of the vertical 


deviations is minimised, is considerably flatter (5-7 excluding the exceptional 
cases and 6-0 including them). 


of slopes, not 
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\had a comparative advantage and exported more than America.! 
)The inverse relation between relative price and relative quantity 
\is clearly illustrated in Table IV.?, When relative exports are 


TABLE IV 
Price and Quantity of American and British Exports, 1937 
American price less than the British : 


Wireless sets and valves : . . U.S. exports 8 times U.K. exports 
Pigiron . , ‘ ‘ ; . ~ a. i % 99 
Motor cars . . . . . . ” ” 4 ” ” ” 
Glass containers . ; , ‘ : ~ a a ” ” 
Tincans . - . “ : a os - 9 ao 
Paper e ° . . ” ” 1 ” ” ” 
American price 1-1} times the British : 
Rubber tyres , . : ‘ . U.K. exports 14 times U.S. exports 
Cigarettes . . . . ” ” 2 ” ” ” 
Linoleum, oilcloth, ete. ; ; P oi en 3 a és ‘es 
Hosiery . . . . . . ry ” 3 ” ” ” 
Soap e e e e ° . ” ” 3 ” . ” 
Biscuits. ‘ . J 3 ‘ oe = 4 ie on i 
Rayon weaving . . : ; r me "s- & os - 
Coke . ‘ . . ‘ ‘ . ie ie 5 os ” %9 
Cotton goods ‘ , . . : ne i rs ee ad - 
American price over 1} times the British : 
Leather footwear ? ‘ : ; = a bn a o 
Rayon making . ; ; : ‘ A a ” ” 
Cement . . i . ; ’ ne serine - a ” 
Beer . ; : - : ; 4 ee ~ as - ~ 
Margarine . , ‘ ; . Ps » «32 os ” ” 
Woollen and worsted , . - : Pe »» 250 a ia 7 


plotted against relative prices, rather than against relative output 
per worker in the factory, on a double logarithmic scale, the cor- 
relation coefficient is —0-8 and the steeper regression line has a 
slope of about —5. (If the five “ exceptional ” cases are included, 
the correlation coefficient is —0-7 and the slope about —4.*) 
The slope of the line is flattened as we had expected.* A differ- 
ence of 1% in relative price tends to be associated with a difference 
of 4-5% in relative quantity of exports. This result, and those 
that follow, are based on the steeper of the two regression lines. 
Reasons will be given later for supposing that such results tend 


1 No figures of price were available for machinery or for men’s and boys’ outer 
clothing of wool. Omitting these, the coefficient of correlation between the 
logarithms of relative output per worker and relative price was —0°83 excluding 
the exceptional cases and —0-70 including them. 

2 This table includes three of the five “‘ exceptional ’’ cases: rubber tyres, 
soap and biscuits. It excludes the remaining two (electric lamps and matches), 
American exports of which were less than the British aetinet American prices 
were lower. 

3 The slope of the other regression line is —7-6, both incinding and excluding 
the exceptional cases. 

4 The regression and correlation coefficients given here are broadly comparable 
with those in the previous paragraph, since the latter are hardly affected by the 
exclusion of machinery and clothing. 
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to underestimate the true difference in relative quantity associated 
with a 1% difference in relative price. In the same way, the 
flatter of the two regression lines tends to give an overestimate. 

The term “ price” is, of course, a misnomer in this context. 
It should, strictly, be replaced by “‘ average value ” to take account | 
of differing qualities and the like. This matter will be further 
discussed below. It is likely that, in other respects, some of the 
figures quoted so far give a misleading picture of particular 
products. For this, apologies are due to experts in the various 
industries. It should be emphasised that the study is concerned 
only with an attempt to establish certain general conclusions, and 
it is hoped that these will not be upset by technical errors in the 
various fields. The detailed figures given should be interpreted in 
this light, and should not be taken as establishing anything about 
any particular industry or product; this would require more 
intensive study. In the rest of the paper no mention will be 
made of specific products. 


A Larger Sample 

The results given so far are based on a sample covering a sub- 
stantial part of the British and American export trade in manu- 
factures by value, but the number of observations is compara- 
tively small. If, however, we leave productivity comparisons 
and the labour theory of value—the validity of which is in any 
case limited—we are no longer bound to the industrial groups for 
which Mr. Rostas and others have calculated figures. We can 
delve into the greater detail of the export trade returns. 

This has been done, again for 1937, and 171 manufactures 
(including some semi-manufactures and manufactured foodstuffs) 
were found that seemed reasonably comparable and for which 
suitable quantity and value figures were given in the trade 
accounts of the two countries.!_ <A correlation of the logarithms 
of relative dollar prices and relative quantities of exports gave a 
correlation coefficient of —0-62, and the regression line had a 
slope of —2-9, steeper than that derived from the smaller sample 
even when the “ exceptional ”’ cases were included. 

To test whether this result for 1937 was typical, similar calcula- 
tions were made for each of the years 1922 to 1938. Owing to 
changes of classification in the trade accounts, it was impossible 


1 These covered approximately 40% of British exports of ‘‘ articles wholly or 
mainly manufactured ”’ plus “ tobacco, manufactured,’’ 30% of American exports 
of “ finished manufactures’’ and 10% of American exports of “‘ semi-manu- 
factures.”” They also included a small number of manufactured foodstuffs. 
For statistical reasons, very few observations were possible in the important field 
of machinery. 

No. 244.—voL. LXI. 3A 
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to get data for the same 171 products in each year. Reasonably 
comparable figures were, however, found for 109 items in each of 
of the years 1928-38, for ninety-seven items in each of the years 
1925-28 and for eighty-six items in each of the years 1922-25. 
(For the years before 1922, classification problems greatly reduced 
the number of comparable figures available.) The results are 
shown in Table V. Bearing in mind the changed coverage intro- 
duced in 1925 and 1928, for which years figures were calculated 
for both the smaller and the larger number of items, it is possible 
to analyse the trends over the whole period 1922-38. 

When only 109 items are used, rather than 171, the correlation 
for 1937 is slightly better (—0-65) and the slope slightly flatter 
(—3-1). These figures turned out to be typical of the years 
1934-38, each of which showed a correlation coefficient of 
between —0-64 and —0-68, and a slope of between —2-9 
and —3-2. For the earlier years the slope was steeper 
and the correlation, at least before 1931, poorer. Neither the 
correlation nor the slope show any tendency to vary with the 
trade cycle. There is, however, a steady increase in the correla- 
tion coefficient and a fairly steady flattening of the slope from 
about 1924 until 1931. This may reflect the slow emergence 
of a new pattern of trade after the war and the gradual readjust- 
ment to a new price structure during a period of comparative 
exchange-rate stability following the post-war exchange-rate 
fluctuations, which no doubt upset price—quantity relationships. 
In February 1920 the pound had fallen, at its lowest point, to 
two-thirds of its pre-war dollar value; by 1922 it had recovered 
to about 90%, and subsequent fluctuations were comparatively 
small until the return to the gold standard in 1925 ensured 
exchange-rate stability until September 1931. 

In 1932 there was a reversal of the previous upward trend 
in both correlation coefficient and slope. Both fell, no doubt 
because of Britain’s abandonment of the gold standard and the 
sharp fall in the dollar value of the pound, which might have 
- been expected temporarily to upset price—quantity relationships. 

Both correlation coefficient and slope increased again in 1933 
and 1934, and from 1934 to 1938 remained generally at higher 
levels than previously, but showed no upward or downward trend. 
The flatter slope and higher correlation in these last five years is 
consistent with the trend observed in earlier years. It might 
have been thought that the Ottawa Agreements would have 
tended to weaken, rather than to strengthen, tle relationship 
between relative prices (f.o.b. Britain and the United States) and 
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relative quantities of exports to third countries, but, as will be 
seen later, the increased preference granted to British exports was 
probably not of great quantitative importance. The rather 
violent changes in exchange rates between September 1931 and 
the end of 1933 might have been expected to upset, at least tem- 


TABLE V 
Correlation between Logarithms of Relative Quantities (q) and 
Logarithms of Relative Dollar Prices (p) of United States and 
United Kingdom Exports of Individual Manufactured 








Products + 

(1) (2) (3)  . * 
: of ex- 
Number of | Correlation co- Meont (al co- | change, pounds 
manufactures. | efficient (r). |" b ope) | to dollars 
(ep) 1929 = 100. 

1913 # 32 —0-54 —3-2 100 
, 1922) 86 —0-41 —2-0 91 
1923 86 —0-40 —1:8 94 
1924 86 —0-43 —19 91 
1925 86 —0°47 —2-2 99 
1925 97 —0-48 —2-1 99 
1926 97 —0-50 —2-4 100 
1927 97 —0-54 —2-4 100 
1928 97 —0°55 —2°5 100 
1928 109 —0-56 —2°5 100 
1929 109 —0-57 —2-6 100 
1930 109 —0-58 —2-6 100 
1931 109 —0-°66 —2-7 93 
1932 109 —0-62 —2-6 72 
1933 109 — 0°65 —2°8 87 
1934 109 —0-68 —3-2 104 
1935 109 — 0-64 —3-0 101 
1936 109 — 0-67 —2-9 102 
1937 109 (171) | —0-65 (—0-62)| —3+1 (—2-9) 102 
1938 109 —0-68 —31 101 
1934-38 ® 109 —0-73 —3-6 102 
1937 118 —0-62 —3-0 102 
1948 118 —0°34 —1-6 83 

















1 Including some semi-manufactures and manufactured foodstuffs. 

2 Mid-1912 to mid-1913 for the United States. 

3 Sve text. 
porarily, the price—quantity relationship, but, as the dollar- 
sterling rate had returned by 1934 to approximately the old 
parity, and as it varied little between 1934 and 1938, it may be 
that the fluctuations between September 1931 and the end of 
1933 merely served to increase the price-consciousness of im- 
porters able to buy either British or American goods, and that 
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this is one reason for the flatter slope in the later thirties. The 
fact that the exchange rate returned to approximately its old 
level may also help to explain the comparative stability of the 
slope and the correlation from 1934 onwards. After a substantial 
change in exchange rates that was not reversed, time might be 
required for a new pattern of trade to emerge, and during this 
period one might expect the correlation gradually to improve and 
the slope to flatten. It may be, of course, that such a tendency 
between 1934 and 1938 was offset by the growth of exchange and 
trade controls which weakened the relation between price and 
quantity. It is by no means easy to explain the observed changes 
in the correlation coefficient and in the slope. The suggestions 
made above are highly tentative. 

Similar calculations were made for the years 1913 and 1948. 
For 1913 only thirty-two comparable products could be found. 
The correlation coefficient was —0-54 and the slope —3-2, but, 
in view of the much smaller number of observations, these 
results cannot be compared with those for the later years; 
nor should any great significance be attached to them. The 
calculation for 1948 covered 118 products.1 The correlation 
coefficient was low (—0-34) and the slope only —1-6. Such a 
weak relation between relative price and relative quantity was to 
be expected. Discriminatory regulation of trade was widespread, 
and the demand for many goods (particularly of British origin) at 
the ruling price was unsatisfied in varying degree owing to shortage 
of supply. 

Similar calculations were also made, for 1929, for eight other 
pairs of the five major exporters of manufactures (the United 
Kingdom, the United States, Germany, Japan, France). The 
year 1929 was chosen rather than one in the late thirties, since by 
that time : (a) the German official rate of exchange was of doubtful 
value for conversion purposes, (b) German trade policy was such 
as to weaken greatly the relation between price and quantity, 
(c) the French franc was depreciating rapidly. The results are 
shown in Table VI, together with that for the United States and 
the United Kingdom for comparison. The number of observa- 
tions obtainable was smaller than in the comparison of British and 
American exports. The data used were also, in general, less 
comparable. This may account for the lower slopes generally 
obtained. These ranged from —1-6 to —2-8, with a mean of 


1 It was impossible to obtain figures for the 109 products used in the calcula- 
tions for 1928-38. The 118 products are, however, all included in the 171 used 
in the original calculation for 1937. 
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—2-1, compared with —2-6 for the United States : United King- 
dom comparison. The four comparisons of American exports with 
those of the other industrial countries gave very similar results, 
with slopes ranging between —2-4 and —2:-8. 


TABLE VI 


Correlation between Logarithms of Relative Quantities and 
Relative Dollar Prices of Exports of Manufactures, 1929 














Number of Correlation Slope of 
observations. coefficient. | regression line. 
U.S. : U.K. ‘ : , 109 —0-57 —2-6 
U.S. : Japan ‘ . ; 41 —0-62 —2-8 
U.S.:Germany . ‘ ‘ 51 —0-60 —2-4 
U.S. : France : : . 56 —0-54 —2-4 
U.K.: France. ‘ . 58 —0-48 —2-2 
France: Japan . , : 40 —0-52 —2-2 
France : Germany ‘ : 81 —0-47 —1-7 
U.K. : Japan : . ‘ t4 —0-°61 —1-6 
U.K.: Germany . ° ‘ 77 —0-43 —16 








The calculations so far described were all made for single years. 
It was, however, observed that, in the United States : United 
Kingdom comparison, the price—quantity relationship for certain 
manufactures, although consistent over most years, went astray 
in particular years. In an attempt to iron out these erratic 
movements, calculations were also made for the period 1934-38 
as a whole.! This gave a better correlation (—0-73) and a con- 
siderably flatter slope (—3-6). The regression line is shown in 
Fig. 2. Almost identical results (correlation —0-71; slope 
—3-6) were obtained by correlating relative quantities in 1938 
with relative prices in 1934-38, suggesting that relative quantities 
in a given year are rather better explained by relative prices over 
a period of years ending in that year than by relative prices in 
that year alone, and that a 1% difference in relative price over a 
period of years is associated with a larger difference in relative 
quantity in the last year than is a 1% difference in relative price 
in the last year only. This is what we might expect where relative 
prices have changed in the last year, assuming that time is required 
1 The correlation was between : 
Total quantity of U.S. exports, 1934-38 
Total quantity of U.K. exports, 1934-38 
Average value of U.S. exports, 1934-38 
Average value of U.K. exports, 1934-38 
for each of the 109 manufactures. The average value of United States exports of 


manufacture X was obtained by dividing the total value of United States exports 
of X, over the period 1934 to 1938, by the total quantity exported. 





and 
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for relative quantities to be adjusted. As, however, relative 
prices in 1938 were highly correlated with relative prices in earlier 
years, the difference is not. very great.} 


Bias Due to Errors of Observation 

The slopes of the regression lines derived from the data 
available are consistent with flatter “real” slopes, i.e., 
with a larger difference in relative quantity associated with a 
1% difference in relative price, if only truly comparable figures 
could be obtained. 


RELATIVE PRICES & QUANTITIES OF US. & U.K. EXPORTS 
/ OF 109 MANUFACTURES 1934-8 





PRICE 
U.S.:UK r2z—O73 
sk b:z—3°6 


—s 


. eo | 
20°84 

















8s 
6 be 
5 s 4 s 7 + r s | 4. s 
2 a "6 8 10 20 30 06=— Os 
QUANTITY U.S. 3 U.K. 
Fia. 2. 


One trouble is that the quality, design, etc., of products falling 
into comparable categories in the two trade returns are not always 
the same, and the proportion of different qualities exported by 
each country may differ. If sufficient information were available 
the figures could, in principle, be adjusted. In some cases this 
could be done fairly precisely, e.g., where there were well-estab- 
lished grades (as with wheat), with fairly constant price differ- 
entials; but with many manufactures the adjustment could only 
be rough and ready. The adjustments would affect both the 
relative price and the relative quantity figures, but in opposite 

1 Several attempts were also made, using multiple correlation analysis, to 
explain relative quantity in one year by relative price (a) in that year, (b) in one 
or more earlier years, but this did not greatly improve the explanation; the 
correlation between relative prices in the various years was high. However, 
the sum of the partial regression coefficients was generally somewhat higher than 
the simple regression coefficient obtained by correlating relative price and 
quantity in the last year only. This suggests that a 1% difference in relative 
price maintained over a period of years is associated with a somewhat larger 
difference in relative quantity than is a 1% difference in relative price in the 
year in question alone. 
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senses. If, for example, it was known that the iron-ore exports ! 
of country A had a 50% iron content and those of B a 25% iron 
content, and that importers were interested primarily in the iron 
content, the adjusted figures would show a relative vice (A: B) 
half as great as the unadjusted relative price per ton of ore, and 
a relative quantity (A: B) twice as great as the unadjusted 
figure.* 

A second difficulty is that a classification used by one country 
may include commodities not included at all in the most closely 
corresponding classification (or classifications) of the other. In 
this case, the required adjustment would change the figure of 
relative quantity, and might or might not change the figure of 
relative price either in the same or in the opposite sense.* 

There is no reason why errors in the relative quantities (which 
are measured horizontally) should alter, in any particular sense, 
the slope of the regression line (which minimises the sum of the 
squares of the deviations in a horizontal direction). But errors 
in the relative prices (which are measured vertically) will tend to 
steepen the slope. This has been well illustrated by Mr. Orcutt,‘ 
and the matter is discussed in more detail in Appendix A to the 
present article. The following simple illustration of an extreme 
case may help to make the matter clear. 

Suppose the figures were completely comparable and fully 
adjusted for differences in quality and the like, and suppose also 
that the market were perfect, with no transport costs. The 
observed points would then look like this : 5 


Relative price, 
US. : U.K. 
1} 
Dic rl me die ed bee kt ek dh dee 
i 


0 Relative quantity, U.S.: U.K. © 





1 Tron ore is not, of course, included in our sample of manufactures. 

2 This would mean that, on a double logarithmic scale, the adjustment would 
involve a shift in the point downwards and to the right, or upwards and to the 
left, along a line at an angle of 45° to the horizontal. In terms of logarithms the 
absolute price and quantity errors in the unadjusted figures would be equel. 
The implications are developed in Appendix A. 

3 Suppose the adjustment excluded a product from A’s recorded exports 
within a certain category. This would increase, reduce or leave unaltered A’s 
relative price, according as the product excluded had a price lower than, higher 
than or equal to that of the other products in the category. 

4 G. H. Orcutt, ‘‘ Measurement of Price Elasticities in International Trade,” 
Review of Economics and Statistics, May 1950. 

5 Nought and infinity cannot in fact, of course, be shown on a logarithmic 
scale. 
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Where America’s price was above the British, she would export 
nothing; where it was less, Britain would export nothing; where 
it was the same, both could export. But if the observations were 
imperfect for the reasons given, the points might look like this : 


Relative price, 
USS. : U.K. 


oe wees 


0 Relative quantity, U.S.: U.K. * eo 


The correlation would be very low and the regression line mini- 
mising the sum of the squares of the deviations in a horizontal 
direction nearly vertical. The imperfection of the data might 
thus lead us to suppose that there was little or no relationship 
between relative price and relative quantity when in fact a small 
difference in relative price was associated with a very large 
difference in relative quantity. 

It may, therefore, be that the “real” slopes are flatter than 
those given by the calculations described above. The discussion 
in Appendix A gives reasons for believing that the slope of 
—3-6 for the years 1934-38 might easily have become —4 to 
—4}4 if the observed data could have been corrected for errors of 
the type described, i.e., that a 1% difference in relative price may 
well have been associated, in those years, with a difference of, 
say, 4-44% in relative quantity. 


The second half of this article will be concerned with the use 
of the data obtained to measure: (a) elasticities of substitution 
between British and American exports of manufactures and (b) 
the importance of factors other than price, and in particular of 
Imperial Preference, in determining the share of British and 
American exports in world markets. 

G. D. A. MacDouGaLi 


Nuffield College, 
Oxford. 


(To be concluded) 
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APPENDIX A 
Effects of Errors of Observation on the Slopes of the Regression 
Lines 3 

Suppose the true relationship between relative quantity and 

relative price of each product is given by the equation 
ZA, wA+BX, . ...s. 

where X,’ and X,’ are the logarithms of the true values (after all 
necessary adjustments) of relative quantity and relative price 
respectively, and A and B are constants. 

Let X, and X, (without the primes) be the observed values, 


and let 
X,=X,'+H,andX,=X,’+F, . . (2) 
so that HZ, and £, are errors of observation. 
From (1) and (2) we have 
X,=A + BX,+ H, — BE, . . . (3) 
Let X,, X,, H, and EL, be means and 2, %,, e, and e, the deviations 
from them, so that 
X,=X,+%, etc... . . . . (4) 
(3) can then be re-written : 
a, = Br, +e, — Be, + (A — X,+ BX, + H,— BE,). (5) 
Multiplying through by x, and summing, we get 
a4, = Bix,” + Ley, — BXegr,. . . (6) 


(Xx, multiplied by the constant expression in brackets in (5) is 
zero.) 





__ 2%, — Leyte 
Whence B= oo (7) 
Sy > 4 
, _ Lx, — Le x,’ — Leye, 
1.€., B= WeloGiev ol (8) 


This is the true slope we wish to find. The slope obtained by 
the method of least squares from the observed data (minimising 
the sum of the squares of the deviations of the logarithms of 
relative quantity) is, however, 

U2 17e 

Bes te ee oti oh AM 
We now compare the values of B and b. Four cases are con- 
sidered. 


1 It will be evident that this Appendix owes much to Mr. Orcutt, op. cit. 


bncip 
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I. Errors in Observed Values of Relative Quantities but not in 
Observed Values of Relative Prices 
e, = 0, and hence, from (8), 


, 
ze =x 42, — Le,x,’ 





B Sa (10) 
i.e., B=b— St ae hg algo a 


If there is no reason to assume correlation between the true 
relative price (X,') and the error in the relative quantity (Z,), 
there is no reason to expect the second term in (11) to be positive 
rather than negative, or vice versa. The value of b derived from 
the observed values is thus unbiased. 


II. Errors in Relative Price but not in Relative Quantity 


e, = 0 and, assuming no correlation between true relative 
price (X,’) and the error in relative price (Z,), equation (8) 
becomes 

Lr 1X, 


B= san (12) 
a= er (13) 

de ~ 52, ee 
o« P-yaghy- ae <- o- 


Since 56 is negative, and we assume that B is negative, B is 
numerically greater than b, which is thus biased towards zero. 


III. Errors both in Relative Quantity and in Relative Price, but no 
Correlation between these Errors 

_ _— aye, 

~ Lara? — Leg? * 


as in equation (12), and 6 is biased towards zero, as in II. 


Then 





(16) 


IV. Errors in Logarithms of Relative Quantity and Relative Price of 
Equal Magnitude but Opposite Sign 
This is the case described on pp. 718-19 of the text. 


From (8), since #, = — £,, and, therefore, e, = — ég, 
2 
Ba Ute te? ee 


La," — Le,* * 
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assuming no correlation between H, and X,’ or between F, and 
X,’. 

Starting with b = et 
(17), reducing the negative quantity in the numerator by the same 
amount as the positive quantity in the denominator. Since 
|Xa,2,| > La," in the results described in the text, B is therefore 


numerically greater than b, on the assumption that 


where 22,7, is negative, we are, in 





Xx,? > Le,” ? 
i.é., that X(a_’ + &€y)? > Le,” 
i.e., that xax,'? + 2E2,'e, > 0. 


This is so, assuming no correlation between X,’ and #,. Hence 
b is biased towards zero. 

It was shown in the text (pp. 718-19) that errors of types III 
and IV exist in the data used. We may now consider what bias 
these may exercise on the regression coefficient obtained in the 
analysis of the five years, 1934-38. In this case there were 109 
observations and 


XxX» = 12-25 
b = — 3-624. 


Using equations (16) and (17), we may calculate B for various 
values of Ze. 

Thus, for example, if Xe,.? = 0-6, B is —4-4 or —4-2 according 
as the errors are wholly of type III or wholly of type IV. Columns 
(2) and (3) of Table VII show the values of B on these assumptions 
for values of Xe,? between 0-1 and 1-0. 

Given Xe,?, the (arithmetic) average value of e, lies between 





Se.2 
ca. a (the case where only two observed relative prices have 
Se.2 
errors different from the mean error *) and a (the case where 


all the errors differ from the mean by the same numerical 
amount *). If Xe,” were equal to 0-6, the average difference from 
the mean error of the logarithms of relative prices would lie 
between 0-01 and 0-0742, equivalent to between 2-3 and 18-7% 
of the observed value (or of the true value plus the mean error if 

1If <Xm,* < Le,*< |=z,2,|, B would be positive or zero, and if 
<az,* < Le,* > |Zx,2,|, B would be negative, but numerically less than unity, 
and therefore numerically less than b. 

2 It. is impossible for only one observed price to have an error different from 


the mean error. 
% Strictly not possible with an odd number of observations. 








724 THE ECONOMIC JOURNAL (DEC. 1951 


smaller), and in practice well within these limits, say between 
5 and 15%. Columns (4) to (7) of Table VII show the range of 
average difference from the mean error, measured in these two 
ways, for the various values of Ze,?. 

Now an average difference from the mean error of 5-15%, 
which means, assuming no biased errors in the observations, an 
average error of 5—15%, seems quite likely in the data used (the 
standard deviation of the 109 relative prices was 0-1761 in 
logarithms, equivalent to 50% in the original data). It thus 









































TaBLE VII 
109 Products, 1934-38 (6b = — 3-624) 
. Equivalent average 
Ze,*. Value of B. ere difference from the 
mean error in original 
relative price data, 
Errors of | Errors of | Minimum | Maximum %:* 
type III | typeIV | v2%e,* Le,? 
only.* only.? 109 * 109° | Minimum. | Maximum. 
(1) (2) (3) (4) (5) (6) (7) 
0-1 —3-7 —37 0-0041 0-0303 0-9 7:3 
0-2 —3-9 —3-8 0-0058 0-0428 1-4 10-4 
0-3 —4-0 —3-9 0-0071 0-0525 1-6 12-8 
0-4 —41 —4-0 0-0082 0-0606 1-9 15-0 
0-5 —4:3 —41 0-0092 0-0677 2-1 16-9 
0-6 —4:4 —4-2 0-0100 0-0742 2-3 18-7 
0-7 —4:6 —4-3 0-0109 0-0801 2°5 20-2 
0-8 —4-7 —4:4 0-0116 0-0857 2-7 21-8 
0-9 —4-9 —4-6 0-0123 0-0909 2-9 23-3 
1-0 —51 —4:7 0-0130 0-0958 3-0 24-7 
xa, a, 
1 te ati H 
B iat — Sr (Equation (16).) 
Lax, + Le,? . 
2 Poe: = Bea i 
B= Ez,* — Se,*" (Equation (17).) 


3 As per cent of observed value or true value adjusted for the mean error if 
smaller. 


Col. (6) is 100 (antilog nes — 1). 
De.” 
Col. (7) is 100 (antilog RE — 1). 
seems quite possible that, if the observed data could have been 
corrected for errors of the type described, the slope of the 
regression line might have been of the order of —4 to —44. 

It may be mentioned in this connection that the slope of the 
other regression line, minimising the sum of the squares of the 
deviations in a vertical direction, was —6-9 and that the diagonal 
regression (the geometric mean of the slopes of the two regression 
lines) was —5-0. The diagonal regressions for the individual 
years 1922-38 ranged from —4-1 to —4-9. 




















THE DECLINING ECONOMIC IMPORTANCE OF 
AGRICULTURAL LAND 


In representing the circumstances of his period, Ricardo 
assigned a major role to agricultural land, and quite properly so 
in view of the fact that most households in England were spending 
most of their income for food. It is a long step to R. F. Harrod, 
who, in 1948 in selecting the economic variables for his Dynamic 
Economics, saw fit to leave land out altogether.1_ While it is 
true that Ricardo sought mainly to determine the distribution 
“of the whole produce of the earth” to the various factors 
during different stages of economic development, and while 
Harrod endeavored to explain the occurrence of depressions in an 
economy like that of the United States, each reflected the circum- 
stances of his period, among others, the existing beliefs regarding 
the place uf land in the economy. 

Clearly, in particular countries, land is no longer the limita- 
tional factor it once was; for instance, in such technically 
advanced communities as the United Kingdom and the United 
States and also in many others, the economy has freed itself from 
the severe restrictions formerly imposed by land. This achieve- 
ment is the result of new and Letter production possibilities and of 
the path of community choice in relation to these gains. This 
achievement has diminished greatly the economic dependency of 
people on land; it has reduced the income claims of this factor to 
an ever-smaller fraction of the national income; and it has given 
rise to profound changes in the existing forms of income-producing 
property. The underlying economic development has modified 
in an important way and relaxed substantially the earlier iron 
grip of the niggardliness of Nature. 

Ricardo had in mind a high-food-drain community, while 
Harrod, the opposite, a difference which may be illustrated by a 
simple comparison. Take two communities, one representing a 
situation in which most of the productive effort is required to 
produce food, a technically undeveloped community with a large 
population relative to its resources and with a low level of living 
where rents in agriculture are large relative to total factor rewards. 
In such a high-food-drain community, let us suppose that 75%, 
of the income is used for food and in which, say, 33}°% of the 


1 R. F. Harrod, Towards a Dynamic Economics (London: Macmillan, 1948). 
On p. 20, Harrod says, ‘‘. . . I propose to discard the law of diminishing returns 
from the land as a primary determinant in a progressive economy. . . . I discard 
it only because in our particular context it appears that its influence may be 
quantitatively unimportant.” 
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cost of food consists of rent (net) for land used in farming. In 
such a case, one-fourth of the income, at factor cost, would be 
“spent ” for the services obtained from agricultural land. For 
the second situation, take a low-food-drain community, one 
approximating the United States at its current stage of economic 
development, and assume that about 12% of the disposable 
income is expended for farm products that enter into food and 
that about 20% of the cost of producing farm products is net rent. 
Under these circumstances only about 2-5% of the income of the 
community would be spent for the food-producing services of land. 

Each of these figures is a significant index of a whole set of 
attributes of the community from which it is drawn. The social, 
political and economic differences between a community in which a 
fourth of the economic rewards go for its productive services of land 
and one where one-fortieth is for this purpose are so great that it is 
indeed hard for people living under such diverse circumstances 
to comprehend what these differences mean. The revolutionary 
implications of land reform in countries where most of the 
property consists of land, where this property is held not by the 
cultivators but mainly by a small group of families who do not 
farm and where most of the political power and social privileges 
are vested in those who own land, are, for a person living in a 
technically advanced community, virtually impossible to grasp. 
Ricardo’s economic logic gave little comfort to landowners, but 
the case for land reform in high-food-drain communities does not 
necessarily rest on altering the economic relations within agri- 
culture. Basic social and political issues are usually in the fore- 
front in countries where a transfer of land to existing cultivators 
would not change the size of the operating units or the type of 
farming. The production process in agriculture need not be 
altered in such a case; the reform by means of taxation would 
absorb the net rent of land because it would simply transfer the 
rent from private individuals to the state as public revenue. 

A century ago it appeared to thoughtful men that land firmly 
held the economic fortunes of all communities in its palms, and 
that there was no escape from the restrictions imposed by Nature. 
The classical law of (secular) diminishing returns stands as a 


1 A rough gauge for 1949 would be as follows: Disposable personal income, 
187 billion dollars; expenditure on food, excluding alcoholic beverages, 50-7 
billion; assuming that one-half of the expenditures for purchased meals represent 
costs of food at retail, the food expenditure figure becomes 44-9 billion dollars, of 
which about one-half or 22-5 billion is for the farm products entering into food. 
22-5 is 12% of 187. See Survey of Current Business, United States Department 
of Commerce, July 1950, pp. 9 and 24 for relevant figures. 
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symbol of this belief about economic history. But circumstances 
have been altered, for it is clear that the Western communities 
are now quite free from its grasp. How has this remarkable 
change come about? It did, of course, not occur by contracting 
the economy and thus reducing the amount of land required to 
produce food and thereby making this particular factor relatively 
more abundant. Such a sequence would be possible if a popula- 
tion were to decline. Yet the record 4 on this score is conclusive ; 
population growth in Western countries was rapid and pronounced 
during this period, and markedly so during the earlier part, nor 
has it spent itself. 

I shall represent the development underlying the declining 
economic importance of land in the form of two propositions. 
The first proposition is restricted to certain changes in the 
relations between agriculture and the rest of the economy charac- 
teristic of communities as they emerge leaving behind their 
former high-food-drain status. The second proposition relates 
to changes in the inputs of land relative to other inputs within 
agriculture. Land is here restricted to agricultural land used to 
produce farm products, thus leaving aside minerals, sites, recrea- 
tional and other services obtained from land. 

It is my belief that the following two propositions are historic- 
ally valid in representing the economic development that has 
characterised Western communities : # 

(1) a declining proportion of the aggregate inputs of the 
community is required to produce (or to acquire) farm 
products; and 

(2) of the inputs employed to produce farm products, the 
proportion represented by land is not an increasing one, 
despite the recombination of inputs in farming to use less 
human effort relative to other inputs, including land.’ 


1 A stage of the history of Ireland may, however, be cited as an exception to 
this record. 

2 The two propositions can be integrated into a single and more general 
proposition by simply relating all agricultural land (as an input) to all inputs of 
the community. Existing statistics, however, are such that it is not possible to 
get satisfactory data bearing on such a general proposition, while there are some 
data which permit us to observe the apparent validity of each of the two pro- 
positions as I have formulated them. 

3 One may, of course, represent the economic importance of land in different 
ways. Changes in the relative value per unit is one approach, and when rent per 
acre declines relative to the rewards of other factors it may be said that the 
economic importance of land is diminishing. Such a representation is, however, 
not a complete measure of the changes in land viewed as a price—quantity aggre- 
gate. ‘We, therefore, turn to the ‘“‘ value added ”’ by all land relative to all other 
inputs for our measure, difficult as it is to combine and add together various 
parcels of land used to produce farm products. 
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Whenever these two propositions are in fact valid for a 
community, it follows that the value added by all agricultural 
land as an input must necessarily decline relative to the value 
productivity of all inputs of a particular community. The 
economic consequences that flow from the first proposition would 
not suffice, inasmuch as a decline in agriculture by itself would 
not necessarily mean that the value added by land would fall, 
because it would be possible under particular conditions for the 
value contributed by land to rise enough to maintain or even 
increase its position relative to the aggregate inputs of the com- 
munity. Also, if the value added by all land were to decline 
relative to all other inputs in agriculture and if farm products, 
meanwhile, were to come to claim a larger share of the income of 
the community, the importance of land, measured in terms of the 
value added by all agricultural land as an input, could stay con- 
stant or even rise. But whenever both of these propositions are 
valid, land will necessarily decline in importance in the economy. 
In situations where the first is true and where, in the case of the 
second proposition, land becomes in fact a smaller proportion of all 
inputs used in farming, the decline of land, of course, is accelerated. 


1. Agriculture Relative to the Whole Economy 


Let us look briefly at the empirical evidence supporting the first 
of our two propositions by touching on the case of the United 
Kingdom and by considering some relevant data about the 
United States in a bit more detail before turning to the economic 
assumptions and logic explaining this development. In England 
just prior to 1800, when England still had most of the charac- 
teristics of a high-food-drain economy, worker families may have 
spent about 75%, of their income for food. In 1948 only 27% 
of the expenditures of consumers in the United Kingdom appear 
to have been for food.2 While these figures are not entirely 
comparable, they leave no doubt that a remarkable change has 
occurred in the proportion of the income required to obtain food. 

The historical record of the United States is fairly easy to 
interpret in this connection because it has been more nearly self- 
contained throughout. Some insights may be had from crude 
property data and the occupations of workers. An estimate of 
all real and personal property in the United States in 1805 places 
the total value of this property at 2,505 millions of dollars of 


1 Sir Frederick Morton Eden, The State of the Poor, 1797. Vol. II-III. 
2 United Nations Statistical Office, Monthly Bulletin of Statistics, February 
1950, p. 3. 
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which 1,661 millions, or about two-thirds, consisted of land.} 
At that time over 70% of the labor force was engaged in agri- 
cultural pursuits.? By 1850, farm-land, including improve- 
ments, was a little less than half of the value of all property, 
while about 60% of the labor force was agricultural. The 1880 
figures are somewhat more precise, since it is possible to separate 
agricultural land from improvements. In that year, out of an 
aggregate of 43,642 million dollars, only 8,158 millions, or less 
than one-fifth, was agricultural land and about 50% of the labor 
force was in agriculture. The national wealth in 1922 was 321 
billion dollars, while agricultural land, excluding improvements, 
was 41-5 billions, or about one-eighth of the total; and 27% of 
the labor force was engaged in agricultural pursuits. 

Another rough check on the first proposition is the downward 
drift in the proportion of the national income imputed to agri- 
culture. Income estimates for earlier stages of the economic 
history of the United States are, of course, subject to many 
limitations and especially for the purpose at hand. The fact that 
farm families were much more self-sufficient formerly makes it 
exceedingly difficult to get at all of the income produced by 
agriculture at that time compared to more recent periods, and 
therefore, these income estimates understate the contribution of 
agriculture more as one goes back than they do currently. Some 
insights are, nevertheless, possible. We have one set of estimates 
that goes back to 1799 for the United States based on the realised 
private produced income. This series provides the following 
figures : 3 








Total private Fontes by —n 
produced income agriculture 

Selected year. (in millions of | (in millions of peadused by 

dollars). dollars). agriculture. 
1799 668 264 39°5 
1849 2,326 737 31-7 
1879 6,617 1,371 20°7 
1900 14,550 3,034 20-9 
1920 60,995 10,569 17:3 
1938 47,589 6,140 12-9 














1 U.S. Department of Commerce, Historical Statistics of the United States, 
1789-1945 (Washington: 1949), Table 1, p. 1. The total valuation is reduced 
by 200 million dollars when the item covering slaves is subtracted, making it 
2-305 million, and when land not adjoining or near to the cultivated land is 
subtracted the figure for land drops to 759 million, or about one-third of the total. 

2 J. Frederic Dewhurst and Associates, America’s Needs and Resources (New 
York: The Twentieth Century Fund, 1947), Table 215, p. 620. 

3 Already cited, Historical Statistics of the United States, 1789-1945, Series 
Al54-164, p. 14. 

No. 244.—voL. LXI. 3B 
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National-income estimates for more recent years give us a 
much better gauge of the value added by factors used in agri- 
culture, including land relative to total value productivity of the 
economy : 








Income produced | Income produced . 
—— by all industries *| by agriculture ¢ Agr pina fall 
: (in billions of (in billions of | P®: 4 . we 
dollars). dollars). ateaaeeaees 
1910 30-4 5-2 17-1 
1919 68-2 11:8 17°4 
1929 87°4 8-4 9°6 
1939 72°5 6-4 8-8 
1949 216°8 18-1 8-4 














* U.S. Department of Commerce. The — for 1910 and 1919 are from 
the national-income estimates (old series). e others are from the National 
Income Supplement to Survey of Current Business, July 1947 and also the July 
1950 issue. 

t+ U.S. Department of Agriculture, Crops and Markets, 1950 ed., Vol. 27, 

. 139; and the Farm Income Situation, A’ t 1950. The commerce series on 
‘arm income leaves out rent paid to non-farm landlords, which makes it less 
useful for our purposes than the U.S.D.A. series on which I have drawn. 


There is no need to adduce further empirical evidence to 
support the first of our propositions. The facts, fortunately, are 
well known and generally accepted. There is, however, no 
established explanation that is completely satisfactory. I shall 
endeavor to sketch the essential elements of such an explanation 
restricted to the kind of economic growth and development that 
has characterised Western communities. 

In its simplest terms the explanation must answer the following 
query: When the effective aggregate inputs of a community 
increase as a result of economic development—(1) when does a 
community find it possible to produce or acquire its farm products 
with a smaller proportion of its productive resources and (2) why 
does it choose this possibility? Our task here is not that of 
explaining the increase in aggregate inputs but the production 
possibilities and choices that emerge as a result of such changes. 

Figs. 1, 2 and 3 are drawn to represent three sets of production 
possibilities. In each figure the particular community is con- 


fronted by the production possibility curve PP. The preferred 
combination of farm products and of other outputs is represented 
by A, with OM indicating the non-farm outputs and ON the out- 
put of farm products. 

Fig. 1 represents a situation in which the production-possibility 
curves are relatively adverse for increasing the output of farm 
products. 


Economic development gives the community a new 
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and improved production situation represented by P,P,. The 
triangle ABC indicates the range of choices open to the com- 
munity in going from PP to P,P, without going below the former 
level of output of either farm products or of non-farm products. 
The community can now have substantially more non-farm out- 
puts in going from A to B, provided it chooses to restrict itself to 
the same amount of farm products it formerly produced. The 
choice open to the community in the other directions, however, is 
very slim. It can add only from A to C to its farm products, 
even though it foregoes having any more non-farm products than 
formerly. Let us suppose that along with the new and better 
production possibilities there were to occur a growth in population 


Output 
of farm 
products 











Output of all other products and services 
Fia, 1 


which required all of AC to provide enough food to keep the 
per capita intake at the old level. In that event, should the 
community choose to maintain the old level, it would mean 
stopping at C on P,P, with all of the gains in production resulting 
from the attainment of P,P, being used to produce farm products. 
This in substance is the Ricardian case. 

Fig. 2 is drawn to represent a situation which is the exact 
converse of that portrayed in Fig. 1. In this case the production- 
possibility curves are relatively adverse for increasing the output 
of non-farm products. In going from PP to P,P, the triangle 
ABC again indicates the range of choices, and this time farm 
products are in a much more favorable position than are non- 
farm products. No one to my knowledge has advanced the view 
that this case can represent a real situation, probably because 
we are unable to rid ourselves of the specter of hunger embedded 
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in our minds by Malthus—Ricardo-Mill. Looking back, it might 
be said that the early and middle thirties came close to being a 
situation of this type; food-production possibilities improved 
substantially, while industry appeared to be “ stagnant ”’ and, at 
the same time, the rate of population growth dropped sharply. 
When we take the long view, however, it is quite clear that 
improvements in production have been about as favorable for 
farm products as for other products and services taken as a whole. 
American data for the period since 1910 leave little doubt on this 
point. Fig. 3 has been drawn to represent such a situation; it, 
therefore, should be more instructive than either Figs. 1 or 2 in 
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explaining that aspect of our economic history relevant to the 
problem under consideration. In Fig. 3 the shape of PP indicates 
that when resources are shifted from agriculture to other industries 
or the converse, the substitution possibilities are about the same 
either way. The new and better production possibility curve P,P, 
also has this attribute; and the triangle ABC indicates that 
the community can now have and thus may choose substantially 
more farm products along AC or non-farm products along AB, 
or some preferred combination of the two on P,P, between BC. 
With production possibilities like those represented in Fig. 3, 
community choice has considerable room to express itself in going 
from PP to P,P,. As new opportunities have presented them- 
selves, it is clear that Western communities have preferred rela- 
tively more of the non-farm products and services, or to state 
this another way, as new and better production possibilities have 

















1951] DECLINING IMPORTANCE OF AGRICULTURAL LAND 733 


emerged, the preferred combination has become one in which 
farm products are a decreasing proportion of all products and 
services. 

Why has the Western community preferred these particular 
combinations? To explain the path of the community choice, 
we take recourse to the scale of preferences of the community. 
Taking the long view, as we have in this study, we shall assume 
that not only products but also the population is subject to the 
preferences of people. One possible preference scale, which can 
express itself given a time span of decades, is more people, enough 
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more to absorb all the gains from new and improved production 
possibilities. (There is no a priori basis for excluding a deteriora- 
tion in non-farm products and services, that is, the community 
choosing less of these in order to make possible the production of 
more food to feed more people.) There is no way of measuring 
these scales of preferences directly; at best, we infer their con- 
tours and positions indirectly from a process in which we can 
observe certain effects. The history of the growth of population, 
at least statistically, is an open book. Western communities 
have not chosen to behave in accordance with the Malthus— 
Ricardo—Mill model. Moreover, as the income of people has 
risen, it is clear they have preferred to spend proportionally less 
of their incomes for food, and especially for the farm products 
that enter into food. In other words, the income elasticity of 
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farm products has not remained high, as it was when these 
communities were of the high-food-drain type; it has become less 
until, under existing conditions, in a community with as high 
per capita incomes as exist in the United States, the income 
elasticity of farm products is now quite low, probably in the 
neighborhood of 0-25, with many farm products actually in a 
position of inferior goods against income. 

In explaining the circumstances on which the first of our two 
propositions rests, we have endeavored to show that it is necessary 
that the new and better production possibilities which emerge as 
the economy develops do not exclude improvements in the 
production of farm products. This condition, in general, has 
prevailed in Western communities because the advances in 
techniques, improvements in skills, the use of more capital and 
improvements in organisations have been about as applicable to 
agricultural production as to other lines. One of the fundamental 
consequences of this development has been the favorable choice 
situation confronting the community. In addition, therefore, it is 
necessary that the preferences of people, either for more population 
or for food or combinations of these, do not exhaust the improved 
possibilities applicable to the production of food. In Western 
communities it is plain that the preferred combinations under- 
lying the path of community choice that has emerged under these 
circumstances has called for the production of more non-farm 
products and services relative to farm products entering into 
food. 


2. Relative Position of Land as an Input in Producing Farm 
Products 


Our second proposition about the course of economic develop- 
ment is that the value productivity of agricultural land has not 
increased relative to that of all inputs used to produce farm 
products. The evidence supporting this proposition is fairly 
conclusive for the United States for recent decades with input 
estimates now available. But before turning to these data, we 
need to take account of certain difficulties in getting at the 
empirical proof. 

How can land as an input be measured? In 1910, 1,618 
million acres were used for agricultural purposes in the United 
States; by 1945 this acreage had declined slightly to 1,570 million.* 


2 All land in farms plus al] non-farm land grazed by livestock. From Table 16, 
L. A. Reuss, H. H. Wooten and F. J. Marschner, Inventory of Major Land Uses in 
the United States (USDA, 1948), Misc. Pub. 663. 
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During that period, the volume of agricultural production for sale 
and for home consumption increased 70%. From these two sets 
of facts, we cannot, however, infer either that the aggregate inputs 
of agricultural land had declined (except in one special and 
meaningless economic sense, namely that fewer acres were 
employed) or that the value added by land had declined relative to 
all inputs used in farming. We are, here, confronted with a 
series of difficulties, suggested by : (1) what island? (2) can it be 
measured and aggregated? and (3) can the other inputs be 
determined ? 

It is impossible to standardise land in physical terms; its 
physical attributes do not permit us to put land into one of several 
convenient boxes. Land is not only exceedingly heterogeneous 
physically but also it can be and is altered significantly over time 
by farming and by Nature, even when it is not being farmed. 
Investment and disinvestment in soil productivity are possible. 
So what then is land in either a cross-sectional or a secular com- 
parison? Nothing can be salvaged in terms of physical units 
which are meaningful in determining, say, the supply of land in 
terms of so many acres, because there is no point whatsoever 
in adding together the semi-arid, low yielding acres of parts of 
Arizona and the highly fertile acres of parts of Iowa. We are, 
therefore, driven to an index weighted by value components, 
based either on rent or on the price of agricultural land or on other 
estimates of the value of the productive service of land. These 
matters are sufficiently important to deserve special investiga- 
tion; but this is 10t the place to elaborate on these difficulties or 
on what can be done about them. 

Before turning to American data on the value added by agri- 
cultural land, a brief reference to the United Kingdom and 
especially to France is in order, given the data made available 
by a recent study.2, Had the Physiocrats been confronted by 
modern France, their Tableau Economique would have shown a 
small, unimpressive “net product.” Already by 1900 agri- 
cultural land claimed only about a fourth of the agricultural 
income; it has declined to half or less of that figure since then; 
and the rent imputed to all agricultural real estate has come to 


1 Based on Consumption of Food in the United States, 1909-48, Misc. Pub. 
No. 691, Bureau of Agricultural Economics, August 1949, Table 3. 

2 The data appearing below for France and the United Kingdom are from an 
unpublished study by Procter Thomson, Productivity of the Human Agent in 
Agriculture : An International Comparison. This study was financed by the 
Rockefeller Foundation as a part of a research programme in Agricultural 
Economics at the University of Chicago. 
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represent less than 5°, of the national income, as the following 
data for France indicate : 











Agricultural land rent. 
Selected years. As percentage of As percentage of 
national income. agricultural income. 
1901 7 25°5 
1906 6-8 21-6 
1911 65 19°5 
1916 5-1 24-0 
1921 3-2 11-8 
1926 34 12-0 
1931 3°6 156 
1936 3°7 16-3 
1947-48 (not available) 9-0 











The data for the United Kingdom are quite fragmentary, mainly 
because of the difficulty of disentangling net and gross rent in the 
way data arereported. Here, again, the study by Thomson shows: 





Net rent as percentage of 


Gelented, yeors. net agricultural income.* 








1925 16-8 
1938 11°5 
1946 56 





* Harkness’ figures for gross rent as per cent of net agricultural output in 
Great Britain are not inconsistent for they indicate a decline from 39% in 1908 
to 266% in 1930-31. See, D. A. E. Harkness, ‘‘ The Distribution of the Agri- 
cultural Income,’”’ Journal of Proceedings of the Agricultural Economics Society, 
III (March, 1934), 30, Table VI. 


American data for recent decades permit one to determine the 
value added by land as an input in farming with considerable 
assurance. The Bureau of Agricultural Economics has made 
estimates of the changes in physical inputs employed for agri- 
cultural production going back to1910. These estimates indicate 
that land as an input has continued to hold about the same 
relative position throughout, representing somewhat less than 
a fourth of all inputs used for agricultural production. Agri- 
cultural land, that is land in farms, which we shall define below, 
was 23-6°% of all the inputs used for agricultural production in 
1910-14 and 24-2% in 1945-48. The composition and combina- 
tion of inputs, including the land component, have, however, 
changed substantially. While inputs in the aggregate have 
increased moderately, the amount of labor has declined. In the 
case of agricultural land the total acres in farms rose from about 
880 million in 1910 to 1,148 million in 1948.4. Meanwhile, farm- 
buildings and other improvements that are counted as part of the 


1 The earlier acreage figures included all land used for agricultural purposes, 
while here only land in farms is included. The import of the difference is 
discussed in the text of the paper below. 
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land have come to represent an increasing proportion of the value 
of agricultural land. The following data summarise the relative 
size of the various classes of inputs, including agricultural land : 














Relative amounts of inputs employed 
for agricultural production. 
Class of input. 
1910-14 * (in 1945-48 f (in 
per cent). per cent). 

Farm labour ‘ ° . > 46-0 45-4 
Agricultural land . : ; ; 23°6 24-2 
Maintenance and depreciation i 10°3 9-8 
Operation of motor vehicles 0-3 6-0 
Interest ; ° ‘ : 9-6 4-9 
Taxes . . “ . ’ . 3-2 2-8 
Fertilizer and lime : 2°5 2-6 
Miscellaneous items 4°5 4-3 
Total . ‘ , ‘ : 100-0 100-0 











* Using 1910-14 cost ratios, from Glen T. Barton and Martin R. Cooper, 
“ Relation of Agricultural Production to Inputs,” The Review of Economics and 
Statistics, Vol. 30, May 1948, Table 2. 

t+ Using 1946-48 cost ratios, from unpublished data made available to the 
writer by the Bureau of Agricultural Economics, 


A word on the meaning of “ agricultural land ” in the present 
context seems necessary at this point. It includes cropland, 
pasture land, other land in farms and buildings. It does not 
include pasture or range land not in farms,! but the contribution 
of this class of land is small; grazing land for which farmers pay 
fees ? is a very minor item compared to the net rent of all land in 
farms; in 1948, for example, it was about one-tenth of one per 
cent as large. Two major changes in the composition of agri- 
cultural land can be measured: (1) as already indicated, the 
acres in farms has increased about 30% during the four decades 
under consideration and (2) even so, farm buildings have come to 
represent an increasing proportion of the value of agricultural 
land, rising from 18 to 33%, as set forth below : 








Value nok Value of farm hh ern 
in farms farm re soo - ings relative 
Year. (onion omen) estate (in Be savany (in to all farm 
*| billions of cur- + di + cur- | real estate 
rent dollars). | Tmt dollars). | (in per cent). 
1910 880 34:8 6-3 18 
1920 956 66-3 11-5 17 
1930 987 47-9 13-0 27 
1940 1,061 33-6 10-4 31 
1950 1,148 63-5 20-6 33 

















1 For a note on the method used in measuring the input of agricultural Jand, 
see Table 27 of Statistical Bulletin 83, Farm Production Practices, Costs, and 
Returns, Bureau of Agricultural Economics, October 1949. 

* These fees are included in the input referred to as ‘‘ miscellaneous items.” 
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If we assume that the value productivity of farm-buildings 
was roughly the same per dollar of invested value as it was for 
land in farms minus buildings, after allowing for maintenance 
and depreciation, and that about half of the farm-buildings in 
value terms represented farm-dwellings which we shall, therefore, 
subtract—the inference is that agricultural land minus farm 
buildings represented slightly less than 20% of all inputs in 1910 
and about 16% in 1950.1 

There are gaps, however, in our information about the various 
capital components that go to make up agricultural land. Ina 
rough way we can take, as we have taken, account of farm-buildings 
and in doing so separate the buildings used for production from 
those used for consumption. But there are many other forms of 
capital embedded and included in agricultural land, for it includes 
among others such items as fences; windmills, wells and other 
water facilities ; electric lines serving farmsteads; clearing of land, 
drainage and irrigation structures; and roads. In addition, 
there are many components related to soil productivity. Existing 
social accounting, however, does not permit us to make satis- 
factory estimates of these items. While there is little doubt 
that for those capital forms not directly related to the productivity 
of the soil, the tendency has been upwards relative to the aggregate 
value of the land in farms as in the case of farm-buildings. But 
it is often alleged that farmers generally have misused the soil, 
and as a result there has been widespread erosion and depletion, 
and therefore, in effect, substantial disinvestment of the “ natural” 
soil productivity. The evidence offered, however, does not sup- 
port the generalisation. While there are many particular situa- 
tions where such disinvestments have occurred, these losses 
appear, judging from informed opinion, to have been more than 
offset by improvements on other farms. The productive pro- 
perties of the soil being farmed in the United States are in all 
probability substantially better today than they were say, four 
decades ago, despite the particular soil losses that have occurred. 

The following conclusion is warranted : when account is taken 
of both investments and disinvestments, the input which we have 
defined as agricultural land has come to an increasing extent to 
consist of capital components that have been added to the land. 
We infer, therefore, as a consequence of this development, that 


1 For estimates of farm-buildings anc of dwellings and of service buildings 
used for production see: Income Parity for Agriculture, Part II, Section 5, 
USDA, March 1941; also, The Balance Sheet and Current Financial Trends of 
Agriculture, 1950, Agric. Inf. Bul. 26, BAE, October 1950; also, Federal Reserve 
Bulletin, September 1950. 
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the American economy is even less dependent upon the “ original 
and natural properties ”’ of the land than the above figures would 
indicate. 

The proposition that land as an input in agricultural production 
has not increased relative to all other inputs used in farming 
appears to be empirically valid for such technically advanced 
communities as France, the United Kingdom and the United 
States. The input estimates of the Bureau of Agricultural 
Economics, on which we have based our analysis, make the 
case on this point quite conclusive for the United States since 
about 1910. Is there a satisfactory explanation for this out- 
standing development ? 

Before outlining the elements of an explanation, we need 
to recall ‘ iat this development with regard to the role and 
contribution of agricultural land occurred under circumstances 
from 1910 to 1948 while farm output increased from an index of 
79 to 141 or 79%; agricultural production for sale and for home 
consumption from 79 to 137 or about 73%; and agricultural food 
for sale and for home consumption from 75 to 134 or about 80%. 
Also, during this period the largest input, namely farm labor, 
declined in physical terms and increased in value terms per 
unit of input sufficiently to keep its relative position as an aggre- 
gate at factor costs about the same. The two basic changes 
underlying this development were technological advances and 
substitution of other inputs for both labor and land, as is suggested 
by the following data : * 























Amount of inputs expressed 
in millions of dollars at 

; 1946-48 factor costs. ane 

Class of input. percentage 

1910-14 1945-48 | of 1910-14. 

(per year). (per year). 

Farm labour ‘ . 12,892-4 11,269-7 —13 
Agricultural land ; 4,680-6 5,999-0 28 
Maintenance and depreciation 1,693-4 2,421-5 43 
Operation of motor vehicles 19-2 1,489-0 7,655 
Interest . ‘ ; 1,250°4 1,217°3 —3 
Miscellaneous . 730°8 1,071-0 47 
Taxes : 5148 698-0 36 
Fertiliser and lime 226-4 655-0 189 
All inputs 22,008-0 24,820-5 13 














1 In each of these measures of production, the increase would probably be 
somewhat less if 1946-48 price weights were used in place of the 1935-39 weights, 
but the general picture would remain about the same. 

* Based on unpublished data made available to the present writer by the 


Bureau of Agricultural Economics. 
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Leaving aside the difficulties of constructing an index to 
measure these inputs, since alternative weighting periods and 
techniques do not change the general results, it is perfectly plain 
that new and better technique, increasing the output per unit of 
input, has played a primary role in this development. Roughly, 
three inputs now produce about as much as four inputs did four 
decades ago. Meanwhile, because of technical advances, it has 
become economic to substitute to an increasing extent several 
classes of inputs for both land and labor, notably motor vehicles 
and fertiliser and lime. 

We realise that land is not for food alone. It is important for 
other purposes in the community and the economy, purposes 
which we have neglected throughout this study. The conclusion, 
however, is firm; the economic developments that have charac- 
terised Western communities since Ricardo’s time have resulted 
in improved production possibilities and in a community choice 
that has relaxed the niggardliness of Nature. As a consequence 
of these developments, agricultural land has been declining 
markedly in its economic importance. Will it continue to do so? 
Existing circumstances in the United States indicate a strong 
affirmative answer. Nor is the end in sight. But can existing 
high-food-drain communities realise a similar economic develop- 
ment? As yet we do not know. 

T. W. ScHuitz 


University of Chicago. 











ECONOMIC PROGRESS AND OCCUPATIONAL 
DISTRIBUTION 


1. THE principal purpose of this article is to examine the 
validity and significance of the widely held view that economic 
progress is generally associated with certain distinct, necessary 
and predictable changes in occupational distribution, in par- 
ticular with a relative increase in the numbers engaged in tertiary 
activities.1 Our method is largely analytical; but since a strong 
empirical basis is claimed for the generalisation we are examin- 
ing, we have found it necessary to make frequent descriptive 
reference to the composition of economic activity in economies 
at different stages of development. Most of the description is 
concentrated in the first section of the article, which describes 
and analyses the volume and significance of trading activity in 
British West Africa. The remaining sections of the article ex- 
amine the analytical and statistical foundations of the generalisa- 
tion and suggest that these are defective. 


I 


2. The few available occupational statistics of backward 
economies, especially in the colonies, purport to show that the 
great bulk of the population is occupied in agriculture. This 
impression is also often conveyed in official statements on economic 
activity in these territories. An example may be taken from An 
African Survey : 


“In the Northern Province of Nigeria, at the census of 
1931, about 84% of occupied males whose returns permitted 
them to be classified were shown as engaged in agriculture 
and fishing, about 9% in manufacture, and under 3% in 
commerce and finance. ... For Southern Nigeria less 
detailed information is available. The returns, which are 


1 “ For convenience in international comparisons production may be defined 
as primary, secondary and tertiary. Under the former we include agricultural 
and pastoral production, fishing, forestry and hunting. Mining is more properly 
included with secondary production, covering manufacture, building construc- 
tion and public works, gas and electricity supply. Tertiary production is defined 
by difference as consisting of all other economic activities, the principal of which 
are distribution, transport, public administration, domestic service and all other 
activities producing a non-material output.” Colin Clark, The Conditions of 
Economic Progress, 1st edition, p. 182. 

See also, Prof~ssor A. G. B. Fisher, Economic Progress and Social Security, 
pp. 5 and 6. 
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less reliable than those for Northern Nigeria, would suggest 
that the proportion of males engaged in agriculture is about 
82°, and that concerned with handicrafts about 4-7%.”’ } 


Trade and transport are not mentioned. No attempt is made 
to reconcile this with another statement (on the same page) that 
almost 30% of the population of Nigeria lived in towns of over 
5,000 inhabitants. In the same vein the official Annual Report 
on Nigeria states year after year that the great majority of the 
population is occupied in agriculture: trade is not among the 
other occupations listed. 

In contrast to these statements and statistics a remarkable 
multitude of traders, especially of small-scale sellers of both local 
produce and of imported merchandise, is a most conspicuous 
feature of West Africa. This is so apparent that it has not 
escaped attention. It is freely said by responsible administrators 
that in the southern parts of Nigeria and the Gold Coast everybody 
is engaged in trade, and this is hardly an exaggeration. 

3. For reasons to be explained it is not possible to give specific 
quantitative information about the volume of trade or of the 
numbers engaged in it. Certain sporadic but conservative data, 
relating, for example, to numbers of market stallholders and 
hawkers’ licences, indicate that the number of selling points, 
including children hawking very small quantities of goods, is very 
large in the principal markets. But the figures give an imperfect 
idea of the multitude of people engaged either part-time or whole- 
time in selling small quantities of goods or conveying them to 
dispersed points of sale. In the aggregate there is an enormous 
amount of activity the quantitative significance of which is 
obvious to the observer. 

4. The seriously misleading impression created by official 
statistics and statements derives from the inappropriateness of 
classification by distinct occupational categories in an economy 
in which occupational specialisation is imperfect. The economic 
activity of a large proportion of the population of West Africa is 
better described as the performance of a number of different 
things rather than as the pursuit of a definite occupation. In 
many of the so-called agricultural households the head of the 
household trades part-time even during the normally short farm- 
ing season, and more actively outside the season, whilst members 
of the family trade intermittently throughout the year. Even 
if only main activities are considered, it is doubtful whether five- 


1 An African Survey, 2nd edition, pp. 1425-6. 

















1951] ECONOMIC PROGRESS AND OCCUPATIONAL DISTRIBUTION 743 


sixths of the population is engaged in agriculture; when it is 
realised that even the head of the family is likely to have part- 
time economic activities and that many of his dependents (in- 
cluding children) are engaged at least periodically in trade, it 
becomes clear that the official statistics in their present form are 
apt to mislead. 

The imperfect specialisation of economic activity is not con- 
fined to the agricultural community. Many African doctors and 
lawyers and almost all the leading chiefs have extensive trading 
interests. Government employees and servants of the European 
population trade part-time, either importing merchandise or deal- 
ing in merchandise and foodstuffs bought locally. The fluidity 
of activity extends to personal relations where they bear closely 
on economic life. A prominent African trader in Lagos whose 
children are being educated at expensive universities and schools 
in England includes his wife among his principal retailer customers. 
Similar commercial relations exist between other prominent 
Africans and their wives and children. 

Even where the conceptual and statistical difficulties arising 
from imperfect occupational specialisation are fully appreciated ! 
it is difficult to collect the required information on subsidiary 
activities of individuals, particularly on part-time trade. Africans 
frequently do not regard trade as an occupation, especially when 
carried on by dependents, and would not refer to it as such when 
questioned, because they regard it as part of existence and not 
as a distinct occupation. In many cases it may not be possible 
to draw the line between the social and commercial activities of, 
say, a group of women traders in the market. There is, however, 
no doubt that the commercial element is generally substantial. 

5. Once the level of economic activity has risen from that of a 
subsistence economy to that of an emerging exchange economy— 
a process which is encouraged and promoted by the activities of 
traders—the task of distribution may require a substantial 
volume of resources. Much depends upon physical and climatic 
conditions. But the circumstances of West Africa are certainly 
not exceptional in requiring a large volume of distributive activity. 
The large number of dispersed farmers and holdings, poor natural 
communications and long distances and the difficulties of pro- 
longed storage in the open, together postulate a substantial 
volume of resources in distribution and transport for raising and 


1 It is not suggested that those responsible for census work in the colonies are 
unaware of these difficulties. But they are not appreciated by many of those 
who publish and use the results of their work. 
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maintaining the economy above the subsistence level even at an 
early stage in economic development. In this type of economy 
the indispensable tasks of assembly, bulking, transport, breaking 
of bulk and dispersal may require a large proportion of available 
resources. Moreover, in an economy which has recently emerged 
from the subsistence level, some transactions are still likely to be 
on a barter basis. Barter tends to use more resources, especially 
labour, than a fully developed money economy to transact a given 
volume of trade. 

6. There is in West Africa widespread involuntary idleness of 
unskilled labour, resulting from lack of other co-operant resources, 
especially capital, to set it to work. This lack of employment is a 
major feature «f comparatively undeveloped economies which in 
the aggregate comprise probably over half of the population of the 
world, including India, China, Java, large parts of Eastern and 
Southern Europe and much of Africa. The dependence of the 
volume of employment on the amount of the stock of capital used 
to be a major topic of political economy. The subject gradually 
receded from economic discussion as economists became pre- 
occupied mainly with unemployment in advanced industrial 
economies, resulting not so much from lack of co-operant resources 
as from fluctuations in aggregate demand or various other in- 
fluences discouraging investment and enterprise. Interest in the 
subject has revived with the growing realisation of its importance. 
Very recently unemployment in the “empty economy ”! has 
brought the problem nearer home. 

The missing co-operant factor (or factors) of production can be 
capital, land or technical and administrative skill. The type of 
scarcity or its incidence varies greatly in different regions and even 
districts in West Africa as elsewhere. But in many regions the 
low level of capital and of suitable administrative and technical 
skills constitutes the principal shortage. 

7. Entry into small-scale trade is easy, as at this level no 
technical or administrative skill is required and only very little 
capital. Trade is attractive even for very low rewards in view of 
the absence of more profitable alternatives.2 Women and 
children are also available for trade, partly for social reasons; for 
example, in some areas the wife is expected to make a contribution 


1 J. R. Hicks, ‘‘ The Empty Economy,” Lloyds Bank Review, July 1947. 

2 The relative increase in the numbers engaged in retail distribution in Great 
Britain and elsewhere during the depression of the early 1930s is a more familiar 
example which can be largely explained in terms of reduced supply price arising 
from the absence of suitable alternatives. 
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to the family’s income; also there is little for women to do in the 
house and there are few schools for children.? 

8. The type of resources to be found in trade and transport 
depends, given the state of technique, upon the relative terms 
at which different productive resources are available. In an 
economy such as West Africa, where capital is scarce and ex- 
pensive and unskilled labour abundant and cheap, the large 
volume of resources in distribution and transport consists very 
largely of labour. As compared with more advanced economies 
there is a mass emphasis on labour rather than on capital. This 
tendency, which may proceed very far and reveal unsuspected 
possibilities, permeates West African trading arrangements; a 
few examples will illustrate it. 

9. In West Africa there is an extensive trade in empty con- 
tainers such as kerosene, cigarette and soup tins, flour, salt, sugar 
and cement bags and beer bottles. Some types of container are 
turned into household articles or other commodities. Small 
oil-lamps are made from cigarette and soup tins, whilst salt bags 
are made into shirts or tunics. But more usually the containers 
are used again in the storage and movement of goods. Those 
who seek out, purchase, carry and distribute second-hand con- 
tainers maintain the stock of capital. They prevent the destruc- 
tion of the containers, usually improve their condition, distribute 
them to where they can best be used, and so extend their useful- 
ness, the intensity of their use and their effective life. The 
activities of the traders represent a substitution of labour for 
capital. Most of the entrepreneurs in the container trade are 
women or children. The substitution is economic as long as six 
or eight hours of their time are less valuable (in view of the lack 
of alternatives) than the small profit to be made from the sale of 
a few empty containers. So far from the system being wasteful 
it is highly economic in substituting superabundant for scarce 
resources; within the limits of available technical skill nothing is 
wasted in West Africa. 

For various reasons, of which the low level of capital is one, the 
individual agriculturalist produces on a very small scale. More- 
over, the same lack of capital is reflected in the absence of suitable 
storage facilities and of cash reserves. As a result each producer 
has to dispose of small quantities of produce at frequent intervals 


1 It is possible that the numbers attracted into trade in West Africa are 
increased because of a largely institutional rigidity in money wages. But even 
if money wages were to fall to the equilibrium level the number who would find 
trade attractive would still be very large as long as the underlying economic 
factors remained broadly unchanged. 
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as they become available during and immediately after the 
harvesting season. This postulates a large number of inter- 
mediaries, who, because of the high cost of capital, employ 
methods of transportation using relatively little capital and much 
labour. Donkey and bicycle transport are examples, while in 
some cases there is still head loading and human porterage, 
especially in the short-distance movement of local crops. The 
available transport equipment is used continuously with the 
assistance of large quantities of labour (subject to frequent 
breakdowns owing to poor roads and low technical skill). 

The same phenomenon of the more intensive use of capital, 
that is its more rapid turnover, can be observed in the breaking 
of bulk into the minute quantities in which imported merchandise 
is bought by the ultimate consumer. The purchase of a box of 
matches is often still a wholesale transaction as the buyer frequently 
breaks bulk ar’ re-sells the contents to the final consumer in 
small bundles oi :«.x to fifteen matches. Similarly, at the petty 
retail stage sugar is sold in lots of three cubes, trade perfume by 
the drop, salt by the cigarette tin and cheap biscuits by the small 
heap of three or six. The small purchases are the result of low 
incomes and low capital, and the activities of the numerous petty 
retailers represent a substitution of labour for capital. 

In Nigeria the small number of telephones and the low rate of 
literacy render it necessary for the importing firms and the larger 
distributors to use the services of numerous intermediaries to keep 
contact with smaller traders and to distribute their goods to them 
at an economic rate of turnover. The intermediaries reduce the 
size of stocks which need to be held. This is of particular im- 
portance, since the low level of fixed capital tends to enhance the 
economy’s requirements of working capital. The large accumula- 
tion of unrailed groundnuts in the producing region of Nigeria is 
a familiar instance of a general problem. 

The narrowness of markets and the backwardness of com- 
munications are reflected in inter-regional price differences which 
provide profitable opportunities for successful arbitrage (particu- 
larly in locally produced goods), from region to region. This 
attracts traders and intermediaries, and also makes it profitable 
for non-trading travellers to take part in trade, which they 
frequently do on a casual basis. 

10. The foregoing may be summarised as follows: in West 
Africa, as in other emerging economies, the indispensable task of 
commodity distribution is expensive relatively to available 
resources; of the available resources, capital is scarce and un- 
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skilled labour is abundant; the multiplicity of traders is the 
result of the mass use of unskilled labour instead of capital in the 
performance of the task of distribution. There is an extensive 
demand for the services of intermediaries, and there is a large 
section of the population available to perform these services at a 
low supply price in terms of daily earnings. 


II 


11. The description and analysis of Section I show that there 
are severe limitations and qualifications to the view that a high 
proportion of labour in tertiary production is both a consequence 
of and a pointer to a high standard of living. As is well known, 
this generally held view derives from the statistical investigations 
and analysis of Mr. Colin Clark and Professor A. G. B. Fisher. 
Thus according to Mr. Colin Clark : 


“‘ Studying economic progress in relation to the economic 
structure of different countries, we find a very firmly estab- 
lished generalisation that a high average level of real income 
per head is always associated with a high proportion of the 
working population engaged in tertiary industries. . . . Low 
real income per head is always associated with a low proportion 
of the working population engaged in tertiary production and a 
high percentage in primary production, culminating in China, 
where 75-80 per cent. of the population are primary pro- 
ducers. High average real income per head compels a large 
proportion of producers to engage in tertiary production.” } 


Professor Fisher writes : 

“We may say that in every progressive economy there 
has been a steady shift of employment and investment from 
the essential “ primary ” activities, without whose products 
life in even its most primitive forms would be impossible, to 
secondary activities of all kinds, and to a still greater extent 
into tertiary production. .. . 

“The shifts of employment towards secondary and 
tertiary production revealed by the census are the inescapable 
reflection of economic progress.” 1 


12. It would appear that the general proposition of Mr. Clark 
and Professor Fisher is based partly on analytical reasoning and 
partly on statistical evidence. Both types of verification appear 
to be defective. 

The analytical reasoning purporting to sustain the generalisa- 
tion seems to be based on the view that tertiary production is less 
essential than primary or secondary production; and that its 


1 Op. cit., pp. 6-7. 
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products are in the nature of luxuries which cannot be afforded 
in economies with low real incomes. In essence the argument is 
that the income elasticity of demand for tertiary products is 
higher than that for the products of primary and secondary 
activities; and that therefore the demand for tertiary products 
increases relatively more rapidly with economic progress. More- 
over, it is argued that technical progress is relatively slower in 
tertiary production. For both reasons taken together the pro- 
portion of occupied labour in tertiary production is supposed to 
rise with economic progress. The next section calls into question 
the validity of this reasoning; in Section IV it is suggested that 
the statistical verification claimed for the generalisation is 
inconclusive. 


Ill 


13. The analytical basis of the generalisation of Mr. Clark 
and Professor Fisher is open to criticism on several independent 
grounds of which the following are the most important. First, 
a substantial proportion of tertiary products are not luxuries 
with a relatively high income elasticity of demand; conversely, 
some products of primary and secondary production, possibly on 
a large scale in their aggregate, are such luxuries. Secondly, 
there may be large-scale substitution of capital for labour in 
tertiary production in the course of economic progress. Thirdly, 
the concept of the income elasticity of demand applied to a 
whole economy raises problems of aggregation which render 
doubtful any universal proposition about changes in its average 
value in conditions of change and economic growth; and this is 
particularly doubtful when relative factor prices and the distri- 
bution of incomes change. 

14. For reasons already mentioned in Section I the distributive 
task in the early stages of economic development is likely to be 
expensive in terms of all resources. A considerable volume of 
trading and transport is necessary to develop and sustain an 
exchange economy at an early stage of its development; it is an 
essential prerequisite for the development of specialisation and 
thus to the raising of productivity in primary production. Thus 
the proportion of resources engaged in tertiary production, 
notably in trade and transport, is likely to be high. It is possible 
that this proportion may fall at certain stages because the dis- 
tributive task becomes relatively easier and less expensive in 
resources as the economy develops. The task may become 
lighter with the growth of internal security, the development and 
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improvement of communications and the growth and stabilisation 
of markets, all of which contribute towards more regular and 
continuous commercial contacts, more intensive use of available 
resources in distribution and an increase in the size of trading 
units. These improvements are likely to have differential effects 
on productivity in various types of economic activity. It is not 
unlikely that trade and transport may be particularly favourably 
affected, and thus that the proportion of resources engaged in 
them may decline. This decline may continue until the fall is 
arrested by the possibly increasing volume of other kinds of 
tertiary products (including more elaborate distributive services) 
which may be called for at higher levels of real income. 

Tertiary production, as it is usually understood, comprises a 
heterogeneous collection of different services. Some of these are 
qualitatively indispensable throughout economic development 
and quantitatively important at an early stage; others are not 
indispensable at all stages and are quantitatively important only 
in more advanced economies. The term “tertiary” carries the 
misleading suggestion that all these services belong to the latter 
category of luxuries. 

15. There is no a@ priori reason to believe that as wealth 
increases a greater proportion of the luxuries consumed must be 
products of tertiary activities. The durable consumer goods of 
the North American economies provide numerous examples on a 
large scale of heavy expenditure on the products of secondary 
activities with growing wealth. Expensive motor cars, jewellery, 
works of art, mass produced but high-grade textiles and hand- 
made bespoke clothes and shoes are products of secondary 
activities. 

16. The proportion of all resources in tertiary production will 
not provide an index of economic progress. Moreover, even if it 
did it would not follow that the proportion of occupied labour 
engaged in tertiary production must rise with economic progress. 
This proposition would be valid only if additionally it were 
legitimate to assume that labour and other productive resources 
were employed in tertiary production in fixed proportions. This 
would be true only if substitution were not possible in the whole 
range of tertiary production, or if the relative terms upon which 
labour and other factors of production could be obtained remained 
unchanged throughout the whole course of economic progress. 


1 Perhaps more fancifully purchases of fur coats, oysters, caviare, lobsters, 
pheasants and orchids sustain hunting, fishing and farming which are primary 
activities, 
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These assumptions are inadmissible. Technical possibilities of 
substitution between productive resources are obviously possible 
in tertiary production; and clearly the terms on which labour 
and capital are available are certain to change in a growing 
economy. 

In Section I examples have been given to show the emphasis 
in the use of labour rather than capital in tertiary production in 
an under-developed economy. An example has also been given 
(the trade in used containers) to show how a tertiary activity 
expands with a lavish use of labour to make good a shortage in the 
products of secondary production. Conversely, examples abound 
in more advanced industrialised economies where capital replaces 
labour in tertiary activities and where secondary production 
expands to economise on labour-intensive tertiary activities. 
There are familiar examples on a large scale in domestic services, 
laundry and repair services, and restaurant and retailing services, 
where capital equipment is now used instead of labour. The 
purchase of pre-cooked or prepared canned or processed food, or 
of paper cups and plates intended for one use only, represents an 
extension of secondary production to replace the tertiary activities 
in the kitchen. The mass substitution of capital for labour in 
tertiary activity in North America is as striking as the reverse 
substitution in West Africa.+ 

17. The neglect of the “ substitution effect’ destroys the 
general validity of the quantitative law connecting society’s real 
income and the proportion of occupied population in tertiary 
production. Technical progress may greatly affect the demand 
for labour in primary, secondary and tertiary production, the 
possibilities of substitution between labour and other resources 
and the relative supply prices of productive resources. 

Changes in relative factor prices and differential rates of 
technical progress in different branches of production will also 
affect the relative prices at which different luxuries (that is, goods 
or services with relatively high income elasticities of demand 
whether the products of primary, secondary or tertiary production) 
are available to consumers. This need not necessarily favour the 
luxuries which are the products of tertiary activities. If it were 
true, as is sometimes assumed, that productivity increases faster 
in secondary than in tertiary production, there would be a 
tendency for consumers to substitute luxuries which are 


1 Of course even in West Africa the time may come when eight hours of a 
woman’s time may be more valuable than the profit margin on the sale of three 
beer bottles. 
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produced by secondary production to those produced by tertiary 
production.? 

18. In any society it is unlikely that all members spend the 
same proportion of their incomes on tertiary products. Differ- 
ences may arise either because of differences in incomes or because 
of differences in tastes and individual circumstances. The share 
of the total national expenditure on tertiary products is obviously 
an average for the population as a whole. There is no ground for 
assuming a unique relationship between changes in this average 
and changes in national income. Indeed, this average may well 
fall if the bulk of any increase in the national income accrues to 
members whose relative expenditure on tertiary products is below 
the average. In these circumstances the average can be pulled 
down, even though the income elasticity of demand of each 
member for tertiary products exceeds unity (which, of course, 
is by no means necessary). This is a very likely contingency in 
societies such as India and China, where a large proportion of 
the population live near starvation levels and where there are 
great differences in the proportion of individual incomes spent on 
tertiary products. If in such communities there is a general 
increase in productivity the proportion of the total national 
expenditure devoted to the products of primary and secondary 
activity is almost certain to increase. The same increase in 
productivity is likely to reduce the superfluity of very cheap labour 
formerly available for employment in certain types of tertiary 
activity, notably domestic service, petty trade and menial tasks 
generally, and may thus accentuate the relative decline in tertiary 
activity. 

A reduction in the national average expenditure on tertiary 
products may also be brought about as a result of other causes 
not necessarily connected with increasing productivity. Thus 
graduated taxation and social-security payments may reduce the 
share of national expenditure on tertiary products through their 
effects on the pattern of demand and on the supply price of 
labour. 

19. An important practical conclusion follows from the 
possibility that there may be a fall in the average proportion of 
expenditure on products of a relatively high income elasticity of 
demand with an increase in income if this proposition is extended 
internationally. If a large proportion of an increase in world 


1 There is no a priori reason why technical progress should always be relatively 
more rapid in primary and secondary production than in tertiary production. 
But even if it were, it would support Mr. Clark’s generalisation only if the possi- 
bility of substitution mentioned in the text is disregarded, 
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income accrues to countries or to individuals who spend a smaller 
proportion than the world average on products of a luxury type 
it follows that the demand for luxuries would suffer a relative 
decline. This would tend to turn the terms of trade in favour of 
the producers of relative necessities and against the producers of 
relative luxuries. On an international scale the luxuries would be 
mainly the products of industrialised countries. There is implicit 
in this possibility a threat to the standard of living of some of these 
countries. It reinforces the more familiar argument based on 
population increase, especially in the primary producing countries. 
The relative demand for the essentials of life can clearly increase 
either because there are more mouths to feed or because an increase 
in incomes accrues largely to the relatively poor.* 

20. The foregoing analysis may now be summarised. Even 
if acceptable statistics were found which should show that the 
proportion of tertiary activities has increased in particular 
countries with economic progress the findings would not be 
evidence of any necessary or predictable tendency. Tertiary 
production is an aggregation of many dissimilar activities, in- 
cluding domestic service, government service, transport, retail 
and wholesale distribution, entertainment, education and others. 
There is no reason why the demand for every one of these should 
follow a common trend. The only feature common to all tertiary 
production is that the output is non-material. This does not 
appear to provide a logical category of significance in the analysis 
of demand or of economic progress. Moreover, on the supply 
side the proportion of the labour force in tertiary production 
depends upon a number of different forces, the individual and total 
effect of which is in no way unambiguously determined by secular 
changes in the national income. Thus any observed correlation 
between economic progress and occupational distribution should 
be regarded as more in the nature of a statistical accident than as 
an indication or proof of a significant economic law. 


IV 


21. The empirical verification seems to be based upon occu- 
pational statistics which generally show both a high proportion 
of the occupied population in tertiary industries in advanced 
countries compared with underdeveloped countries and also an 

1 The two cases differ in their effects. Thus where there is a mere increase 
in numbers average income per head must fall, and those whose terms of trade 
are adversely affected are necessarily worse off absolutely. In the other case 


average income per head must rise, and those whose terms of trade are adversely 
affected need not necessarily be worse off absolutely. 
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increasing proportion in time series for individual developing 
countries. These types of comparison seem to be vitiated 
principally on two counts. First, occupational statistics cannot 
take into account important difficulties arising out of imperfect 
economic specialisation. Secondly, the comparability of these 
statistics is affected by shifts of labour between unpaid and paid 
activities. 

22. Clear-cut occupational classifications are inappropriate 
in underdeveloped countries where specialisation is imperfect. 
We are not concerned with possible inadequacies in the coverage 
and the arithmetical accuracy of the statistics but with their 
significance as a picture of economic activities. As has already 
been stated in Section I above, in these economies statistics convey 
a false impression of activities by concentrating on one activity 
of the head of the household to the exclusion of his other activities 
and of those of the other members of his household. Over a 
considerable period of development many activities, especially 
trading, porterage and domestic service, would not be regarded as 
separate occupations either by official enumerators or by the sub- 
jects themselves. This applies particularly where occupations 
are carried on by part-time workers or dependents. As specialisa- 
tion becomes more definite and pronounced and as these activities 
are carried out by specialists, the performers and their perform- 
ance are more easily identified and recognised and their quantita- 
tive extent looms larger, possibly much larger, in occupational 
statistics, even though in total the volume of these activities may 
be unchanged or even reduced. 

23. It would seem that the classification of economic activities 
into three types, while superficially convenient and clear, conceals 
large arbitrary elements which greatly reduce its value. The 
activities of the agricultural producer selling his crops can be 
regarded partly as primary and partly as tertiary; this is par- 
ticularly evident where he sells to the final consumer. Yet until 
they are taken over by an intermediary his activities will be 
regarded as primary. Where the intermediary is a member of 
the family the activity may continue to be classed as primary. 
Its tertiary character is likely to be recognised only when the 
intermediary is an independent middleman. Since the emergence 
of an intermediary is likely to reduce the total effort in marketing 
a given volume of produce, tertiary activity may appear to be 
increasing at a time when it is actually decreasing. 


1 It is not even certain on what criteria the principal activity of the head of 
the household is chosen for statistical purposes. 
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It should not be thought that these difficulties of classification 
disappear entirely in more advanced economies. On a smaller 
scale similar difficulties appear in the classification of the activities 
of different departments of a manufacturing firm or of most forms 
of large-scale enterprise. Again, the activities of the cobbler and 
the milliner are likely to be classified as tertiary when these 
are carried out in establishments (shops) dealing with the public. 
Yet under factory conditions the activities would be treated as 
secondary production. A classification of economic activity 
which is tacitly based on a particular assumed but undefined 
degree of specialisation and disintegration of functions appears 
to have little value for economic analysis or statistics. When 
census material is used it is more than likely that the assumed 
degree of specialisation differs between countries and periods. 

24/The difficulty of classifying and comparing economic 
activity where there are differences in the degree of occupational 
specialisation largely undermines the statistical approach to the 
study of the relationship between occupational distribution and 
economic progress.’ There is much scattered evidence of the 
importance of some of the main tertiary activities in under- 
developed societies to-day,! as well as in earlier periods in the 
history of Great Britain and Western Europe, especially when 
the services of part-time workers and dependants are also con- 
sidered.2, However, because of the inherent statistical difficulty 
meaningful quantification seems to be impossible either in support 
or in refutation of Mr. Clark’s generalisation, both with reference 
to a time series for one country and with reference to inter- 
national comparisons. 

25./The substitution of unpaid labour, with or without capital, 
for paid labour (or vice versa) is a form of substitution which 
affects the proportion of occupied labour in tertiary production 
and which illustrates and emphasises a conceptual difficulty 
present in a wide range of problems of economic statistics, 
particularly of indices of economic welfare.| Such substitution 
takes place at all levels of economic progress, and not necessarily 
in the same direction at any given level. An obvious example in 
an advanced economy is the substitution of the activities of the 


1 In this respect conditions in West Africa are not exceptional. The large 
number of full-time or part-time domestic and menial servants in India and the 
Middle East is another obvious example. 

2 Thus there may have been a declining proportion of labour in tertiary 
activity in the early part of the industrial revolution with a rapid growth in 
factory production, particularly when allowance is made for paid domestic 
aervice performed by dependent members of agricultural households. 
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household for those of the paid domestic servant; conversely, the 
household may frequently purchase the services of restaurants, 
laundries and repair agencies. Economic progress provides no 
general indication of the direction in which the shift between 
paid and unpaid labour will take place. Retail trade provides 
examples. In a poor economy the poverty of consumers does not 
allow them to buy in advance of requirements and to store their 
purchases. The tasks of holding stocks and of breaking bulk into 
the small quantities required for almost daily consumption devolve 
upon the paid intermediary. In these instances the activities of 
middlemen arise in resvonse to the needs of poor consumers, to 
whom they secure access to commodities which would otherwise 
be outside their reach. By contrast, in advanced economies 
to-day housewives may store substantial quantities of consumer 
goods, especially of food, and may actually break bulk themselves. 
This development has gone far in North America. The tertiary 
activity remains, but unpaid labour of consumers and their own 
capital are being substituted for the services of the intermediary. 

The examples in the preceding paragraph underline the arbi- 
trariness of certain distinctions which are fundamental to national 
income and employment statistics. The shifting lines of demarca- 
tion suggest the advisability of caution in the use of such statistics 
as indices of economic welfare or as the basis of extrapolation. 


P. T. BAUER 
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THE TUCKER REPORT AND THE TECHNIQUE OF 
ADJUSTING TAXABLE PROFITS FOR PRICE 
CHANGES 


OnE of the objections raised by the Tucker Committee 
on the Taxation of Trading Profits 1 to the proposal that taxable 
profits should be computed after allowing for the higher cost of 
replacing fixed assets and stocks was that it would involve 
formidable practical difficulties. Their reasons for rejecting 
certain techniques put before them are given in their report. 
In this article an outline is given of techniques which it is hoped 
would avoid at least some of the faults to which the Committee 
draw attention. 

First of all, however, it is necessary to indicate the personal 
approach from which the question is considered, namely, that 
present methods are responsible for an intensification of the trade 
cycle. Profits and other incomes as now computed are overstated, 
since in the aggregate they exceed the current value of goods and 
services produced to the extent of the inventory profits of the 
year and the under-provision for depreciation. In times of 
falling prices there is an understatement of income to the extent 
of the inventory losses and perhaps an over-provision for de- 
preciation. There is evidence that this “‘ bias’ has tended to 
intensify past booms and slumps. As a result of public discussion 
over some years, there is now a greater realisation of the true 
position, but in many quarters, in the “ official ” and “ public ” 
sectors as well as in the “ private ” sector, the implications are 
still incompletely understood. It would be a considerable help 
if this “ bias” could be removed from income reporting and if 
the tax system could be adjusted correspondingly. 

The cumulative effect of such a bias can readily be seen. If 
an overstatement of income owing to rising prices tends to raise 
consumer spending and investment, the cost and price level will 
ultimately be lifted still higher and the bias in the next “‘ round ” 
will be continued and perhaps intensified. Similarly, if an under- 
statement of income owing to falling prices depresses consumer 
spending and investment, prices will tend to fall further and what 
may perhaps be called a downward price—income spiral will be 


created. 
1 Cmd. 8189. April 1951. 
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The present inflationary situation is due to special features, 
such as the pent-up demand for consumer goods, the high level 
of investment and the difficulties being encountered in increasing 
food and raw-material supplies. Nevertheless, the considerable 
overstatement of reported income has added to the difficulties 
of putting a limit to the inflation, and this is not merely a United 
Kingdom but a world-wide phenomenon. One particular point 
is that an upward wage-price spiral can more easily develop where 
reported profits are grossly overstated, and vice versa in times 
of falling prices. The Tucker Committee objected to allowing 
for this bias in the tax computations for the reason that inflation 
affects other tax-payers besides businesses, the position of holders 
of Government securities being cited. One wonders whether 
this is relevant and whether the fact that the holders of Govern- 
ment securities get too small a share of national income when 
prices are high and too large a share when prices are low is not a 
separate problem; their anomalous position, at all events, does 
not warrant their being treated as the “norm.” Moreover, if 
this bias continues to be ignored in its various aspects as in the 
past, it will be difficult to prevent further inflation, with the result 
that the holder of Government securities and the pensioner will 
be worse off than ever. 

So much for the personal approach. It is particularly import- 
ant that the bias should be eliminated from business results, but 
present tax rules militate against this objective, whilst the accept- 
ance of an official scheme could definitely encourage it. Although 
the suggested techniques below are mainly concerned with meeting 
tax requirements, they also envisage that corresponding and 
preferably more scientifically calculated adjustments for price 
changes should be made in the books. 


1. Stocks 


The object of the adjustment for price changes on stocks is 
partly to maintain real capital and partly to provide a large 
enough “‘ reserve ” on the present uptrend to avoid certain legal 
and psychological difficulties which might be met on a subsequent 
downtrend. The difficulties mentioned would occur if the cumu- 
lative price change adjustment on stocks were to move from a 
credit to a debit balance. This would be a definite danger if the 
new system were begun now (say December 1951) without any 
retrospective adjustment and if prices were later to fall below 
present levels. 
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A retrospective adjustment for the whole of the price increases 
in stocks since pre-war now seems unnecessary for accounts 
purposes, and would be unacceptable for tax purposes. What 
is mainly needed is a partial adjustment which would provide 
an initial “reserve” to cover possible subsequent falls in the 
price level whilst making some concession towards the “ real 
capital ” basis for previous years. 

It has already been suggested by the writer (Economic 
JOURNAL, December 1947) that an appropriate retrospective 
adjustment might be to create a reserve against current stock 
values equal to (say) 20-25% of current values, and the present 
proposals are an expansion of that and its application for tax 
purposes. 

There are two somewhat different bases on which the allowances 
to be deducted from taxable profits could be made : 


(a2) Compute the price increase on stocks for the whole 
period December 1939 to December 1951, and allow a fixed 
proportion in all cases—say 40% of the total price-change 
element. 

(b) Ignore the earlier years and give an allowance for the 
more recent inflationary period—say for the years 1950 and 
1951. 


The type of adjustment contemplated under (a) has received 
the disapproval of the Tucker Committee as favouring established 
businesses : an established business would obtain a large allowance, 
a new business hardly anything. This, however, assumes that 
the proposed allowance would be in the nature of a concession 
rather than the correction of an injustice. If one accepts the 
principle that capital should not be taxed as income, it follows 
that the older business has been more unjustly treated than the 
newer business formed in (say) 1947. 

The disadvantage of alternative (a) is not that it is inequitable 
but that it is rather difficult to apply at this late stage. It would 
involve the use of rough price indices, and intermediate yearly 
stock movements between 1939 and 1951 would have to be 
ignored. The example below gives an idea of the method which 
would have to be adopted : 


Example 1 


Assumed price indices. . - December 1939 100 
December 1951 250 


Assumed book values of total stocks December 1939 £25,000 
December 1951 £70,000 
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Using the price indices, 1939 stocks can be computed at 1951 
prices and 1951 stocks at 1939 prices. From this data, the price 
changes in both cases can be arrived at, as follows : 


1939 prices. 1951 prices. Price change. 





1939 stocks : : 25,000 62,500 37,500 
1951 stocks ‘ , 28,000 70,000 42,000 
Average £39,750 

40% allowable for tax £15,900 





The averaging method provides a short cut, and is explained below. 

The above figures show that there has been an increase in the 
volume of stocks between 1939 and 1951, but it would not be 
correct to allow the price change for the whole period on this 
increase. If the additional volume is treated as acquired evenly 
over the twelve years, about one-half of the 1939-51 price change 
would be appropriate, and this is what the average calculation 
provides. An alternative basis of calculation shows this more 


clearly : 
1939 stocks at 1951 prices ° . £62,500 at 60% = £37,500 
Volume additions at 1951 prices . 7,500 at 30% = 2,250 








December 1951 stocks £70,000 £39,750 
40% £15,900 











The 60% above represents the price change since 1939 computed 
i.e nee 
“"? 250 
commencing after December 1939, the percentage vo be applied 
on this alternative type of calculation would be smaller, depending 
on the price index of the year the business commenced. 

Whilst on alternative (a) new businesses would receive smaller 
allowances than established businesses, on alternative (5) (allow- 
ances for 1950 and 1951 only) both old and new businesses would 
get equal treatment: firm X formed before 1939 and possessing 
at December 1951 roughly equal stocks to firm Y formed in 1949 
would be given approximately the same allowance. As already 
indicated, however, this is a spurious equality, since firm X has 
suffered injustice for a far longer period than firm Y. Further- 
more, this so-called equal treatment cannot be meted out to new 
firms formed in 1950 or later, since the allowances on this basis 
can obviously be given only as from the commencement of 
business. 

Nevertheless, there is something to be said for alternative (5) 
in that the further taxation of capital as income in the more 


as a percentage of 1951 prices, x 100. For businesses 
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recent years is causing concern both to old and new businesses, 
whilst most established businesses have already raised fresh 
money to counteract the earlier depredations. One definite 
advantage is that more exact calculations can be made on this 
alternative, since only two years are involved. 

Alternative (6), if adopted, should apply at least from 
January 1, 1950. There is a distinct possibility that prices in 
1951 may be not far from the peak, and may ultimately decline 
below 1951 levels. Present indications are that the rise in stock 
prices for 1950 and 1951 together will be such as to necessitate 
allowances for the two years equal to about 20% of December 1951 
stock values, which would perhaps give a reasonable cushion 
against future downtrends. 

Since only two years are involved, the calculations would be 
made separately for each year, with similar yearly calculations 
in the future. There are several bases for these calculations : 

(1) The revaluation of the whole closing stock at opening 
prices. 

(2) The calculation of a specific stock price index from 
weighted samples. 

(3) The use of official price indices. 


Example 2 

Let us assume that the revaluation of the whole stock for 1951 
under basis (1) gives the following data (the closing stock is the 
same as in Example 1): 


(a) Opening stock at book value £57,000 
(b) Closing stock at book value £70,000 
(c) Closing stock at opening value £59,000 


The reserve against price changes to be allowed for tax would 
then be calculated as follows : 


Price Change on closing stocks 
(b)-(c) } £11,000 
Applicable to the smaller 
opening volume = price change 
reserve 
57,000 


59,000 

The reserve so computed is restricted to the higher cost of 

replacing the opening stock volume, and additions to the volume 

during the year are valued at closing prices without reserve. As 

will readily be seen, however, further changes in prices in later 
years on such volume additions would automatically be allowed. 





x 11,000 = £10,627 


1 See page 471 Economic JouRNAL, December 1947 for a method of computing 
the stock-price index. 
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The calculations from the tax-payer’s own stock prices under 
bases (1) or (2) would be fairly extensive, and could not be 
accepted unchecked by the Revenue. If the “ formidable prac- 
tical difficulties ”’ to which the Tucker Report refers include 
the administrative checking of these accounting calculations, the 
position could be simplified for tax purposes by the use of officially 
prescribed s'ock-price indices. There may be ways of overcoming 
these difficulties for the larger firms, but for the smaller firms 
official price indices present definite advantages. A comparatively 
simple calculation involving the averaging of specified percentages 
of opening and closing stock values would produce the required 
price-change reserve; a further calculation would be necessary 
when a reduction occurred in the volume of stocks carried, but 
this is much less formidable than it may seem at first.1 

Let us assume, so as to bring falling prices into the picture, 
that the prescribed price index in 1952 falls from 250 to 225. 
This represents a 10% reduction measured on opening prices and 
a 11-11% reduction measured on closing prices, and these are 
the two percentages which would be used in computing the stock- 
price adjustment for the year in question. 


Example 3 (Falling prices, rising volume) 


Opening stocks £70,000 . - —10% — £7,000 
Closing stocks £65,000 . - -11-11% — 17,222 
— £14,222 

Average — £7,111 


Calculations on this basis have the additional advantage of 
automatically giving an appropriate allowance or charge (in 
this case a charge) in respect of price changes on additions to 
the volume during the year. The assumption is that one-half 
the rate of adjustment is to be made, as the following reconciliation 
shows : 











Opening stocks . ‘ ° . £70,000 
Price change. ° , - — 7,000 

£63,000 — 25/225 = —11:11% = — 7,000 
Volume increase at closing prices 2,000 —12}/225 = —5-55% =-— I111 
Closing Stocks . m . - £65,000 —£7,111 











1 The averaging method used in the next two examples could also be used 
with calculations based on the tax-payer’s own stock costs. All that is necessary 
is to compute the price change for the year in terms of percentages of opening 
stock values and closing stock values respectively. 

No, 244.—voL. LXI. 3D 














762 THE ECONOMIC JOURNAL [DEC. 


Example 4 (Falling prices, falling volume) 


Opening stocks . : : - £70,000 —10% = —£7,000 
Closing stocks . ° , - 60,000 —11-11% = — 6,667 
Stock-price Adjustment —£6,667 


Where the adjustment calculated on closing stocks is the smaller 
of the two, as in Example 4, it means that the stock volume has 
declined during the year, and in this case the allowance or charge 
is based, not on the average, but on the smaller figure. In 
addition, a part of the previous allowances relating to the “ dis- 
investment ” in volume would be reversed, the calculations being 
as follows : 


250 _ 














Closing stock at opening prices: £60,000 x 355 = £66,667 
Opening stock Mei Mb gly aig oe aD 
Reduced volume at opening prices. : - £ 3,333 
Cumulative allowances for previous years! (say) £15,000 
, 3,333 ne 
Proportion : 70,000 x 15,000 . : . =£ 714 





1 These would be the allowances for years up to 1951—-say for 1950 and 1951. 


The justification for this reversal of earlier allowances is that 
the cumulative reserve should relate only to closing stocks, and 
the adoption of such an arrangement would have the effect of 
penalising stock disinvestment in time of slump. These reversals 
could be suspended in the case of “involuntary ” liquidations 
of stock, e.g., when, as in war-time, the volume cannot be main- 
tained. 

There is a simpler way of computing the price change where 
the closing volume of stock is the smaller. This involves calcu- 
lating the cumulative reserve as a percentage of stock values, as 
follows : 


Book value. Cumulative 








reserve. %. 
Opening stocks : . ; . £70,000 £15,000 
Price change — 10% ‘ $ : ‘ —7,000 — 7,000 
Opening stocks at closing prices . : £63,000 £8,000 12-7% 
Closing stocks ; . ° . ° £60,000 £ 7,620 12°7% 





Reduction of reserve during the year 
(£15,000 less £7,620) . ; : — £7,380 
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This compares with the minus adjustment of £6,667 above plus 
the minus adjustment for the reduced volume £714 = —£7,381. 
Calculations of this kind are no more complicated thas: others 
already made in computing taxable profits. Nor, as we have seen, 
does a fallin prices add to the difficulties ; exactly the same methods 
are used, except that there is a reduction in the cumulative reserve 
instead of anincrease. Such a writing back of part of the opening 
reserve would be included in taxable profits of the year concerned. 


2. Frxep AssEts 


The technical difficulties which the Tucker Committee found 
in the suggested schemes for adjusting the wear-and-tear calcu- 
lations in respect of price changes led them to recommend 
the continuation (and in some cases the increase) of the initial 
allowances—and this despite their obvious crudity and the 
unending arguments as to whether they represent more than an 
interest-free loan. The initial allowances are now suspended, 
and the following is an attempt at a technique which it is 
hoped may contribute towards a more adequate solution to the 
problem. 

In the case of fixed assets it is suggested that questions of 
replacement should be considered as irrelevant. Replacement 
may be relevant in the case of stocks because they can, for 
example, be bought in excess for speculative reasons, and it is 
only capital more or less permanently locked up in stocks which 
should come within an “ official”? scheme. But businesses do 
not usually invest in fixed assets with any speculative disposal 
profit in mind, and the object of the adjustment of the wear-and- 
tear allowances for price changes should be to give the same 
allowances in real terms as the tax-payer would have had if 
prices had remained unchanged. 

The principal difficulty in achieving this aim concerns the 
allowances on the written-down-value basis. The prime-cost 
basis used for ships and (in effect) for industrial buildings 1 
necessitates preserving details or original cost and year of purchase, 
and annual allowances based on original cost could be “ re- 
valorised ” into current pounds by applying a coefficient varying 
according to the date of acquisition. But most plant records 
for tax purposes are on the written-down-value basis, and details 
of original cost and year of purchase are not always available. 


1 Under the Sixth Schedule of the Finance Act 1949, the tax-payer now also 
has the cpi:or as from 1949/50 of adopting the prime cost basis for plant generally. 
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The difficulty is to devise a scheme applicable to the written-down- 
value basis which obviates the need for this information. 

As in the case of stocks, a full retrospective adjustment for 
the whole period since 1939 is out of the question, and at best 
only partial relief is possible. But the main problem is to work 
out a revised system which will permit reasonably adequate 
allowances after March 1952 when the initial allowances come to 
an end. 

(a) Prime-cost Basis 

In the case of items depreciated on the prime-cost basis the 
solution is not difficult. Records would still be kept in terms of 
original cost, but the annual wear and tear so computed would 
be revalorised into current pounds by means of indices for purposes 
of arriving at the annual allowances. 

It will help to start with an example of an asset acquired after 
the new system begins to operate. Let us assume the following 
data : 


Example 5(a) 
Revalorised 
Price index. depreciation. 


Original cost . ‘i é £100,000 2001 
Wear and tear : 7 
Year 1 ‘. . ‘ 5,000 200 1 £5,000 
a : ‘ J 5,000 210 5,250 
[ iar J 5,000 215 5,375 
it ae : . 5,000 225 5,625 
oa , ‘i 5,000 230 5,750 


1 Technically Year 1 wear and tear relates to the assessment year following 
the year of acquisition, but in this article the indices are applied with a lag of one 
year. An explanation of this is given later. 


The revalorised depreciation is arrived at by multiplying the 
sum allowable on the original cost basis by the price index in 
the year concerned and dividing by the price index in the year the 
fixed asset was acquired. 

If the asset were sold in Year 6 for (say) £80,000 when the 
price index was 240, the balancing allowance or charge would 
be calculated as follows : 


Residue of original cost £75,000 x 240/200 = £90,000 
Sales proceeds (in Year 6 pounds) . - 80,000 





Balancing allowance (in Year 6 pounds) - £10,000 





This balancing allowance can be checked another way, 
namely, by putting all the figures from the commencement into 
terms of Year 6 pounds. 
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Check Method 
Original cost £100,000 x 240/200 . = £120,000 
Sales proceeds (Year 6 pounds) . ° - 80,000 
Total allowance due in Year 6 pounds - £40,000 





Actually allowed (in Year 6 pounds) : 
Year 1 5,000 x 240/200 = £6,000 
», 25,250 x 240/210 = 6,000 
», 35,375 x 240/215 = 6,000 
», 45,625 x 240/225 = 6,000 
»» 55,750 x 240/230 = 6,000 30,000 








Balanc:ng allowance due in Year 6 pounds £10,000 





There is no need in practice to make this further computation, 
but this check is useful in visualising the effect of the earlier 
calculations and may also be of assistance when we come to 
apply the principle to the written-down-value method. 

The next step is to consider the case of an asset acquired some 
time before the new system begins to operate and to see how the 
change-over is made. Actually the position is exactly the same 
as in Example 5(a) except that for some of the earlier years the 
wear and tear based on original cost is not revalorised. A further 
example is given below, and is used to illustrate the effect of the 
initial allowances. It will be assumed that the asset in question 
is subject to a 40% initial allowance and a 5% annual allowance. 


Example 5(b) 


Revalorised 
Price index. depreciation. 
Original Cost £200,000 175 
Initial Allowance 80,000 175 
Wear and teur: 
Year 1 10,000 175 
a oe 10,000 185 
= 10,000 200 £11,429 
oe 10,000 210 12,000 
es 10,000 215 12,286 


Year 3 in this example corresponds to year 1 in Example 
5(a), and only the wear and tear for Years 3-5 are revalorised, 
using index 175 (the index of the year of acquisition) as the base, 
e.g., for Year 3 the calculation is £10,000 x 200/175. 

On the sale of the asset, the balancing allowance or charge 
would be calculated as in Example 5(a). This, as we saw from 
the check method, assumes that full revalorised allowances 
have been given for all previous years. Consequently the 
balancing allowance or charge does nothing to correct the past, 
and if it were desired to make such a correction—say for Year 
2—a separate calculation would be made. 

It is advantageous to consider the effect of the initial allowance 
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at this stage, before turning to the more complicated written- 
down-value method. The initial allowance and the first year’s 
wear and tear are received soon after the date of the original 
acquisition, with the result that they are granted in approximately 
the same kind of pounds. Thus, for assets already existing on 
which an initial allowance has been made, a substantial portion 
of the original cost is allowed in the first year in “ original cost ” 
pounds, then there are years (in Example 5(b) it is only Year 3) 
in which annual allowances in pounds of lower purchasing power 
are given, and finally there are years (on the assumption of a 
new regime) in which the annual allowances are revalorised so as 
to compensate for the falling purchasing power of the pound. 

If we are visualising the new regime as taking the place of the 
system of initial allowances, the above is a correct picture of the 
position. The initial allowances ensure that a substantial pro- 
portion of the total depreciation due on the asset is granted in 
“ original cost’ pounds, and these “advances” on future 
allowances can be, and usually are, reinvested in “real ”’ assets. 
But apart from this, and the interest on the ‘“ advance,”’ initial 
allowances give no other advantage. 

Before their recent suspension, the initial allowances could 
have been regarded as a more or less permanent part of the tax 
system, and though the initial allowances granted on additions 
in one year were gradually “repaid ”’ in later years, the “ repay- 
ment ” was more than offset by new initial allowances on additions 
in subsequent years, so that, in the aggregate, initial allowances, 
less “‘ repayments ” hidden in the ordinary wear-and-tear allow- 
ances, were growing and thereby providing some relief from the 
effects of inflation on the ordinary allowances. But the suspension 
of the allowances for the future and their assumed replacement by 
a new scheme has the effect of changing their character, and they 
now become no more than “‘ advances ”’ in original cost pounds. 

This explanation of the effect of the initial allowances is 
necessary for a correct appraisal of the proposed scheme for the 
future. Some may hold, for example, that items of plant on 
which (say) a 40% initial allowance has been granted have had 
an adequate “inflation ” allowance, but it will now be seen that 
this is incorrect. 

The question of a possible retrospective adjustment for past 
years has not yet been considered. Such a retrospective adjust- 
ment would be concerned with the revalorisation of the annual 
allowances, and the most acceptable scheme, as in the case of 
stocks, might be to make the correction for recent years in which 
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further inflation has occurred—say as from fiscal year 1949/50. 
The examples already given should make it clear that this can be 
done without affecting any of the calculations for future years, 
which would be based on the assumption that revalorised allow- 
ances had been granted from the beginning. 

The difficulty about retrospective adjustments for wear and 
tear is that they would be additional to the initial allowances 
for the years concerned. But since these initial allowances are 
“repaid ” by means of a reduction of future annual allowances, 
one could conceive of the retrospective adjustments as being 
spread over a future period of (say) ten years, and thus as off- 
setting the “‘repayment”’ of the initial allowances. On this 
basis the agreed retrospective adjustments (say from 1949/50 
to the end of the regime of the initial allowances) would be 
computed, and one-tenth would be allowed for ten subsequent 
years beginning with the fiscal year 1953/54. These allowances 
would be additional to the ordinary wear-and-tear allowances 
on the new basis, and would have no effect on their calculation. 

We now have a complete scheme for items on the prime-cost 
basis. It will be shown that a roughly similar scheme can be 
worked out for assets on the reducing-value method. But it 
may be helpful, with the somewhat simpler concepts of the straight- 
line method in our minds, to consider how far the present scheme 
meets certain objections and comments of the Tucker Committee. 
Owing to the space taken up in elaborating the present proposals, 
it will be possible only to give a brief survey and to refer the 
reader to the Committee’s report. 

(1) The point in paragraph 103 that wear-and-tear 
allowances for earlier years are worth more in terms of 
current pounds is allowed for—see the check method for 
Example 5(a) above. 

(2) The contention that established businesses would 
be unduly favoured (paragraph 104), though of doubtful 
validity, is met, for practical reasons, by the suggestion that 
retrospective adjustments should cover two or three recent 
years for all businesses. 

(3) There is no need to decide what constitute replace- 
ments for purposes of the present proposals (see paragraph 
113 of the Committee’s Report). The aim is to allow the 
original cost of the plant (subject to an adjustment for sales 
proceeds) over its life, but to take into account the fact that 
£1 of allowance in a subsequent year may be worth something 
less (or more) than £1 of original cost. 
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(4) Reductions in the cost-price level are adjusted just 
as easily as increases, and the tax-payer is committed to 
accepting the whole principle of the change. 


Further points on the Tucker Report specifically concerned with 
the written-down-value method are considered later. 


(b) Written-down-value Basis 

Much of the ground has been cleared for a consideration of the 
revalorisation of wear and tear on the written-down-value basis, 
and the problem now is to find a means of applying the principles 
suggested for the prime-cost method. 

The particular difficulty of the written-down-value method 
is the merging of many items of plant acquired in different years 
into a single block for purposes of calculating the yearly allowance. 
To divide this single block into its component parts according 
to acquisition dates is rather like unscrambling an egg, yet this 
is what would be involved if we wanted to keep the figures in 
terms of original cost and then to revalorise the annual allowances 
into current pounds. It would not be necessary to make a 
subdivision for periods before 1939, and the task would not be 
insuperable; a compromise method could be worked out even 
for cases where the records were imperfect. But the work 
involved is considerable, and a simpler method which avoided 
the need for records of original cost and year of purchase would 
be a big advantage. 

The system suggested here is the revalorisation by yearly 
steps of the whole written-down-value computation as from 
December 1939. It does not necessitate any more material 
than is readily available in the tax files, and there is no need to 
break down the blocks into years of acquisition. 

On this full revalorisation method, the past must be dealt with 
first before we can deal with the future: the actual or assumed 
allowances in past years, because they are deducted from the 
written-down-value balance, affect the future allowances. What 
we have to do, following the scheme suggested for the prime-cost 
basis, is to assume that allowances for past years have been 
revalorised, and to deal with retrospective adjustments for those 
years as a separate question. 

An example will make the position clearer. The indices used 
have a 1939 base, and the written-down-value balance at Decem- 
ber 1939 is assumed to be measured in 1939 pounds, i.e., changes 
in the purchasing power of the pound in the period before 1939 
are ignored. The deduction of the 1940/41 wear and tear before 
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revalorisation into 1940 pounds (and similarly for subsequent 
years) is explained later. 


























Example 6(a) 
Plant 74% basic. Revalorisation. 
Written-down value December 1939 ‘ £66,000 £66,000 
Wear and tear 1940/41: 74% plus 20% . 5,940 1 — 5,940! 
£60,060 £60,060 
Revalorised into 1940 pounds . ‘ 120/100 £72,072 
1940 additions 16,000 
deletions —1,000 15,000 15,000 
£75,060 £87,072 
Wear and tear 1941/42: 73% plus 20% . —6,755 (notional) —7,836 
£68,305 £79,236 
Revalorised into 1941 pounds . . 132/120 £87,160 


1 The deduction of the additional 209, allowance from the written-down 
value at this point instead of later is for purposes of simplifying the example. 
In practice, the extra 20% outside the written-down-value balance would itself 
be revalorised up to the time it was actually deducted from the W.D.V. 

This revalorisation would be continued up to the end of regime 
of the initial allowances. The annual allowances actually granted 
up to 1952/53 would be those shown in the left-hand column, 
but for 1953/54 the allowances calculated in the right-hand 
column would cease to be “notional”? and would become the 
actual allowances, whilst the left-hand column would drop out. 
This is how the computation would look for a recent year—say 
1950/51 : 


Example 6(b) 


Plant 74% basic. Revalorisation. 

Balance B/F . ‘ ; ‘ £67,200 £106,180 
1949 additions 26, 000 

deletions —4,000 22,000 22,000 

£89,200 £128,180 

Wear and tear 1950/51: 74% plus 25% —8,362 (notional) —12,017 

Initial allowances 40% . : . —10,400 — 10,400 

£70,438 £105,763 

Revalorised into 1950 pounds rn 210/200 £111,051 


Notes : (a) The initial allowances, where substantial, moderate the increase in 
the revalorised amount. 
(6) The initial allowances are the same in both columns, since they are 
granted broadly in pounds of the same purchasing power as the addi- 
tions to which they relate. 


It will be seen that the difficulty arising from the mixing of 
pounds of different purchasing powers in the original computation 
is overcome by revalorising the balance into the purchasing-power 
parity of the new period, before any additions or deductions 
are made in terms of pounds of the new period. This has precisely 
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the same practical effect as the system adopted on the prime-cost 
basis, as the following example will show. It is a calculation 
of a balancing allowance or charge on the new basis. The indices 
used are stated, and an initial allowance of 20% and an ordinary 
annual allowance of 10% (including supplements) is assumed. 






































Example 7 
Plant bought Year 1 : - Index 150 £8,000 
Less Initial allowance 20% l, 600 
», Annual allowance 10% 800 »» 150 — 2,400 
5,600 
Revalorised Year 2 ‘ : ; » 160 5,973 
Less Annual allowance 10% ‘ ‘ ‘ —597 
5,376 
Revalorised Year 3 7 ‘ é ss | 3S 5,880 
Less annual allowance 10% . 3 ‘ —588 
5,292 
Revalorised Year 4 - ; , ‘ » 180 5,443 
Sales proceeds Year4 . . f ‘ » 180 6,000 
Balancing charge £557 
Check 
Cost in Year 4 pounds £8,000 x von 150 . : ; £9,600 
Sales proceeds Year4 . : F ° 6,000 
Total allowances due (in Year 4 pounds) . : ; £3,600 
Actually granted (in Year 4 pounds) : 
Year 1 £2,400 x 180/150 = £2,880 
Year2 597 x 180/160 672 
Year3 588 x 180/175 605 
4,157 
Balancing charge £557 





The above method would be used for all scrappings or disposals. 
For existing plant, this would assume revalorisation of the wear 
and tear for the past, even where it had not actually been granted. 
If any retrospective adjustment were made separately for past 
under-allowances it would not therefore upset the above calcula- 
tions. It will be noticed from Example 6 (b) that under the 
present proposals it would be possible to ascertain for any year 
what the revalorised depreciation for that year should have 
been, so that retrospective allowances—say as from 1949/50— 
could easily be calculated and could be spread over ten years from 
1953/54 as suggested for the prime-cost method. 

The effect of the full revalorisation method on past deletions 
since 1939 helps to redress some of the worst features of the 
present system. Where records are imperfect, deletions represent 
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sales proceeds, and under the present system these sales proceeds 
in (say) Year 8 pounds are deducted from a written-down-value 
balance in Year 1 pounds. Under the present proposals, sales 
proceeds would be deducted from a revalorised balance in Year 
8 pounds, and any unamortised balance to be allowed in the 
future would thus be corrected for money value changes, though 
there would still be under-allowances in respect of years in which 
the annual allowance itself was not revalorised. 

Where proper records are available, deletions represent the 
written-down-value on the present concept (ignoring changes 
in the value of the pound). The written-down value so computed 
is compared with the sales proceeds (if any), and a balancing 
allowance or charge is then made for the difference. The revalor- 
isation procedure adopted above remedies the injustice in this 
case also. If the sale or scrapping takes place in Year 8, it 
assumes that the written-down-value is expressed in Year 8 
pounds; on this assumption the balancing allowance or charge 
is correct, for it is based on a comparison of sales proceeds and 
written-down values, both expressed in Year 8 pounds. In so far 
as the assumption itself is incorrect, the position is adjusted by 
an automatic increase of the revalorised written-down value on 
which subsequent allowances are calculated. Thus, if the 
revalorised written-down value of the deletion was £500 and the 
amount treated as the written-down value for purposes of the 
balancing allowance or charge was £300, the difference of £200 
would be left in the revalorised wear-and-tear computation. On 
this basis, some redress is made for past deletions, and the accident 
of plant-replacement dates would not therefore cause gross 
inequity as between different tax-payers. Incidentally, it would 
not be difficult to make an equivalent adjustment for some of the 
larger deletions since 1939 on the prime-cost basis. 

This completes the outline of the proposals for the written- 
down-value method. So far as one can judge, it meets most 
of the major technical difficulties discussed in the Tucker 
Report. Besides those outlined in considering the prime-cost 
method, the following particular points are worth mentioning : 

(a) The Committee were concerned that those businesses 
which have replaced their plant since the war should not be 
penalised as compared with those who deferred scrapping 
(paragraphs 105 and 109). Under the present scheme, a 
measure of restitution would be made in respect of the 
injustice of past balancing allowances and charges on plant, 
etc., scrapped. 
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(b) Adverse comment was made on schemes which 
involved the need for detailed records of original cost 
(paragraph 106). This is not necessary under the total 
revalorisation method and, where information on original 
cost for assets sold or scrapped is lacking, the procedure 
for deducting the sales proceeds from the written-down-value 
balance could be continued. 


But the principal question, and one which readers must 
judge for themselves, is whether the present proposals are 
“reasonably equitable and practicable’ (paragraph 115). On 
the latter point, the revalorisation from 1939 to date, given the 
price indices, should not take more than an hour or two for each 
block of plant on the written-down-value basis, and, once this is 
done, the future procedure is fairly straightforward, with no 
important back-log complications—the balancing allowances 
and charges, for example, would be computed in exactly the same 
way for both old plant and new. It is true that the system 
depends on price indices, which still remain to be discussed, but 
are we to continue to accept the large measure of error involved 
on the present system just because there would be a small measure 
of error on the new? At all events, the question is pressing, and 
what is needed most is constructive heip from all quarters in 
working out an acceptable solution. 

The expert will no doubt find imperfections in the proposals, 
such as : 

(a) Deletions at written-down value before 1945 were not 
subject to balancing charges, and should therefore be 
revalorised in cases where no obsolescence claim has been made. 

(b) The ceiling on balancing charges since 1945 should 
be removed or revalorised. (This point needs to be dealt 
with for the future.) 

(c) The adjustments for past deletions via the written- 
down-value balance are themselves revalorised in later years, 
whereas the proposed retrospective adjustment of the annual 
allowances covering the past two to three years would be 
granted over ten future years without further revalorisation. 


It is not suggested that steps be taken to provide answers to these 
imperfections, and in this sense the revalorisation up to 1951 
would be in the nature of a compromise. Nevertheless, the 
proposed scheme gives reasonable justice as between different 
tax-payers by allowing for the larger variables (i.c., opening 
balance in 1939 and additions and allowances since), and further 
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effort to refine the calculations is hardly worth the work involved, 
particularly in view of the many years for which no retrospective 
adjustment of annual allowances is to be made. 


3. NoTES ON THE SuGGEsTED UssE or Pricer INDICES 


Even an estimated adjustment of book profits and taxable 
profits by the use of rough price indices is better in present 
circumstances than no adjustment at all. Nevertheless, a 
decision must be reached as to the particular type or types of 
indices required, since the purchasing power of the pound can 
be calculated in more than one way. 

One basis would be for each firm to compute a specific price 
index for the assets it holds. This would work well for stocks, 
and is the basis suggested by the writer in the Economic JOURNAL 
of December 1947: it has the effect of computing profits after 
allowing for maintaining the same volume of the particular type 
of assets carried. The calculation of a similar index for each 
firm for fixed assets might be difficult, and a general index for 
capital goods (perhaps separately for building and plant) would 
be advisable.? 

The use of a suitable general-business-assets index instead of 
a specific index for each firm has a measure of justification, whether 
for fixed assets or stocks. Let us consider the concept of inventory 
profits adopted for purposes of national-income statistics. In 
calculating these inventory profits (now called “stock apprecia- 
tion” in Cmd. 8203), an average increase in stock prices for all 
United Kingdom stocks is cc iputed.? By using indices computed 
in this way for the purpose of adjusting book profits and taxable 
profits one would (in principle) be eliminating from the aggregate 
profits of all firms that part represented by the aggregate stock 
appreciation. This treatment would still leave amounts of 
relative stock appreciation as part of the profits of particular 
firms, but this relative appreciation would be exactly matched 
by amounts of relative stock depreciation in other firms. Thus, 
if the stock costs of a particular firm happened to rise more than 
the cost of stocks-in-general, this extra cost would be regarded 
as an increase of real worth, and vice versa for below-average 
stock costs. 


1 For the future, price indices for capital goods are to be prepared (Board of 
Trade Journal, May 19, 1951). 

2 See, for example, the work of Dr. T. Barna in this field in his ‘‘ Valuation 
of Stocks and the National Income ” (Economica, November 1942) and the later 
calculations of Mr. A. P. Zentler (“‘ Real Investment in Stocks and Inventory 
Profits,” Heonomica, November 1950). 
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The same argument can be applied in the case of fixed assets. 
Each year’s revalorised depreciation based on an average increase 
of building and plant costs might be inadequate for replacement 
purposes if the type of buildings or plant purchased by a particular 
firm had risen unusually steeply, but there would then be a 
presumption of a relative appreciation in the “value” of that 
firm’s new buildings or plant. 

There is a practical point involved in this distinction between 
a general appreciation of asset values representing merely a fall 
in the value of money and relative appreciations or depreciations 
of particular assets which occur ven when the value of money 
is stable. The point is that the Inland Revenue may feel that 
there are administrative difficulties in permitting the use of specific 
indices for each business (although there are pertinent arguments 
for this basis also). On the other hand, the use of a general 
stock-price index, a buildings-price index and a plant-price index 
may be dismissed as giving anomalous results for particular 
tax-payers. If it can be demonstrated that these are not 
‘“* anomalies ”’ on the concept adopted, the way may be open to the 
acceptance of something like the scheme put forward here. If 
such general indices were adopted, perhaps the Central Statistical 
Office could be made responsible for their calculation (they could 
only be approximate for past years), and business firms would 
no doubt be willing to provide data for their future refinement. 

The indices required for buildings and plant would be annual 
averages, since additions and deletions are dealt with in annual 
blocks. As a measure of simplicity rather than accuracy, a 
calendar-year average could perhaps be used in all cases, whatever 
the accounting period. 

One practical difficulty is that the annual average index for 
(say) 1951 is not known until early 1952, whereas the income-tax 
assessment for 1951/52 is usually agreed before the end of 1951, 
and the tax becomes due on January 1, 1952. The solution 
adopted in the examples given earlier was to apply the index 
with a lag of one year, so that the 1951/52 wear-and-tear allowance 
would be calculated, not in 1951 pounds, but in 1950 pounds. 
There is some justification for this, since the 1951/52 assessment, 
though notionally representing the income of the fiscal year, is in 
fact based on 1950 profits measured in 1950 pounds, and it is 
perhaps reasonable that the wear-and-tear allowance for 1951/52, 
whilst not “ notional ” in this sense, should also be measured in 
1950 pounds. This argument breaks down, however, when 
applied to profits tax, because the 1951/52 wear-and-tear allowance 
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is deducted from profits of the year to March 1952 in this case, 
and the acceptance of the lag would be mainly in the interests 
of simplicity. 

For stocks, a general price index, if used, would require to be an 
index of year-end stock prices. Stocks represent about five 
months’ national consumption, but, because of sales between 
firms, average stock prices are likely to be close to the averages 
of prices in force during the last three months of each year. If 
average stock-price indices could be computed in this way for 
each quarter-end (based on average prices during the quarter) 
the index nearest to the tax-payer’s accounting period could be 
chosen. From these indices, yearly (or part-yearly) percentage 
increases in stock costs could be calculated for use on the lines 
suggested previously. The same basis would be adopted in a 
period of falling prices, the indices or percentages being applied 
to stocks valued at cost. Any writing down of stocks to market 
value at such a time would be ignored for tax purposes and, in 
the accounts, should be charged to stock-replacement reserve. 


4. Toe Tax ADJUSTMENTS AS PART OF A COMPREHENSIVE 
ScHEME 


The estimates provided by Messrs. Barna & Zentler suggest 
that stock appreciation for the period 1939-48 must have been 
in the region of £2,000 million. The under-provision for deprecia- 
tion arising from the use of an unrevalorised original cost was 
probably about £1,500 million. With the further additions to 
these sums for 1949 and 1950, capital has in effect been taxed 
as income to the extent of some £4,000 million. For 1951, the 
official forecast of stock appreciation is £700 million,’ whilst, with 
the suspension of the initial allowances as from 1952/53, the 
under-allowance for depreciation will rise to a large amount—at 
least £300 million a year. No one can say that these are insignifi- 
cant figures or that the present basis is satisfactory in such 
circumstances. When prices are stable, the fact that profits, 
as computed, permit businesses to maintain intact their real 
capital is accepted without demur, and there are considerable 
advantages in arranging that such a basis operates in all circum- 
stances, both asset appreciation and asset depreciation being 
eliminated from profits, with anti-cyclical effect. 

If it were decided to introduce such a basis and to create a 
partial “ cover ” for past periods, it should clearly be an integral 
part of the scheme that stock-replacement reserves and fixed- 

1 Economic Survey 1951, Cmd. 8195. 
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asset-replacement reserves should be set up in business accounts. 
It is particularly important that any tax allowances granted 
under the scheme should not serve to swell profits treated as 
available for dividend. (This has sometimes occurred under the 
regime of the initial allowances.) The reserves so set up should 
be on a scale at least equal to the total price-change adjustment 
allowed for tax, and should be provided out of (unadjusted) 
profits for current periods, and (after allowing for the retrospective 
tax credit) out of existing reserves for past periods. In this 
way the system would be firmly established from the start, and 
should be able to withstand even a substantial future downtrend. 

It should be added that the suggested reserves have nothing 
to do with revaluing assets in the books, such as the revaluations 
of fixed assets made recently by certain companies. In the 
accounts, stocks and fixed assets would continue to be valued 
as in the past, and the offset which the proposed reserves would 
provide against the higher book value of such assets on the present 
valuation basis would have the effect of helping to keep intact 
the real business capital. 

As compared with the present position, the cost of the scheme 
to the Revenue would be considerable for stocks, but not so 
heavy for fixed assets. The additional wear and tear on the 
revalorised basis plus the one-tenth each year of the suggested 
retrospective adjustment might amount to about £500—600 
million, as compared with initial allowances of about £300 
million. If this is about right, the tax cost, assuming an average 
rate of 50%, would be £100-150 million. The allowances for 
stock appreciation for 1950 and 1951 would be £285 million 
(Cmd. 8203) plus £700 million (Hconomic Survey), which would 
mean a tax cost of about £500 million. In considering this large 
figure, however, it should be remembered that where prices 
remain comparatively stable, as for example in 1949, the Govern- 
ment has to manage without taxing capital as income. Moreover, 
the tax involved would be a transfer to business saving, and not 
to disposable income, and would not therefore be inflationary. 
Finally, in years of falling prices, the drop in Government revenues 
would not be so large under the new system because of the writing 
back to taxable profits of part of the previously allowed stock- 
replacement reserves, and the downward revision of the wear-and- 
tear allowances. 

K. Lacey 


London. 























WELFARE AND FREER TRADE—A REJOINDER 


I 


In his voluble and highly emotional defense of protectionism 
and interventionism,! Dr. Balogh raises certain questions in 
welfare economics which merit further discussion and call for 
some comments on my part since I may have been over- 
optimistic with respect to what can be regarded as generally 
accepted in this field. 

Despite the splendid work by Bergson, Hicks, Scitovszky, 
Samuelson, Little, etc., “‘ modern welfare economics ” seems to 
be still in a somewhat unsettled state. In fact, the area of 
agreement as to what can be regarded as widely accepted- value 
premises and what can be deduced therefrom appears to have 
continuously shrunk since the early formulations of Lerner, 
Kaldor and Hicks. 

Before turning to those basic issues, a few words must be 
said about Dr. Balogh’s other strictures. I can be brief, however, 
because most of what he has to say is based on misunderstandings 
or deals with issues that I expressly excluded from consideration 


in my paper. 


II 


A large part of Dr. Balogh’s note is concerned with the terms 
of trade argument for protection, although I did not discuss that 
issue at all in my essay. I there assumed the terms of trade as 
given, and explained that this assumption did not imply that my 
results applied only to countries so small that they literally 
cannot influence the terms of trade by their actions. “It only 
means that the country is supposed to act competitively and that 
the possibility of monopolistic doctoring of the terms of trade 
and oligopolistic or bilateralistic complications will not be dis- 
cussed in the present paper.”’ ? 

Dr.Balogh objects to that on the ground that “‘ once a country’s 
economic potential has grown beyond a certain... size it cannot 
help acting non-competitively.”’ 3 

The answer to this objection is quite simple : Even if a country 


1 “ Welfare and Freer Trade—A Reply ” (Economic JouRNAL, March 1951, 
p. 72). My original paper was entitled ‘‘ Some Problems in the Pure Theory of 
International Trade ” (Economic JouRNAL, June 1950, p. 223). 
2 Op. cit., p. 224. 3 Op. cit., p. 76. 
No. 244,—vo1, LXI. 3E 
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is so large that it cannot help influencing its terms of trade by 
its own actions (I prefer that expression to saying “ that it cannot 
help acting non-competitively ”’), it is perfectly legitimate to 
abstract from the gains which it can conceivably derive from im- 
proving its terms of trade. I specifically stated that I did not 
intend in that essay to discuss all ‘‘ cases in which a certain 
amount of control can be justified. For example, protection for 
the purpose of improving the terms of trade or for changing the 
income distribution will not be discussed in the present paper.” } 
This clearly shows that as far «3 the criticised essay is concerned 
all that my critic has to say about the possibility of snatching 
benefits (at the expense of others) by improving the terms of 
trade is simply a fight against windmills. 

As regards the merits of the case it is, of course, well known 
that most theorists of international trade (including free traders) 
ever since J. S. Mill have realised that if foreign demand is not 
perfectly elastic ideally any country can derive some benefits 
from doctoring its terms of trade by a judicious policy of trade 
restrictions provided effective retaliation can be ruled out. But 
there can be no doubt in my opinion that Dr. Balogh greatly 
exaggerates what a single country (or a manageable group of 
countries) can do along those lines and enormously under- 
estimates the political and administrative difficulties of a rational 
policy (not to mention the unrealistic assumption of absence of 
retaliation).2 The recent writings by J. de V. Graaff and Little, 
which Dr. Balogh mentions, show that the theory (let alone the 
actual application) is so complex that as a practical proposition the 
policy of optimum tariff can hardly be taken seriously.’ 


1 Op. cit., p. 227. I admit that the phrase “ acts competitively, etc.” was 
unfortunate. What I meant was that the country does not consciously and 
rationally pursue a policy of exploiting its monopoly position—in other words, 
that the terms-of-trade motive does not dominate its foreign-trade policy. In 
view of the great complexity of the problem, which even baffles economic 
theorists (see below), I do believe that, at least in the past, cases have been rare 
in which a tolerably rational policy of that kind has been consciously pursued. 
But I need not elaborate, because for everyone who is interested in clarifying 
matters it should be clear that the whole issue is irrelevant, since I was (as expressly 
stated) not concerned in that paper with the gains derivable from improvements 
in the terms of trade. 

2 See my “ Further Comment ”’ on “ European Unification and the Dollar 
Problem” in The Quarterly Journal of Economics, Vol. XLV, February 1951, 
pp. 122-9 for additional points and now also J. R. Hicks’ critical discussion of the 
terms of trade argument for protection in Free Trade and Modern Economics 
(Manchester Statistical Society, 1951). 

* J. de V. Graaff even shows that ‘the optimum ‘tariff’ is sometimes a 
subsidy.” (‘On Optimum Tariff Structures,” in Review of Economic Studies, 
Vol. 17, No. 42, 1949-50, p. 34.) 
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Moreover, it should not be overlooked that the terms-of-trade 
argument and the unemployment argument ! do not always pull 
in the same direction. If the Marshallian demand curve of the 
foreign country is inelastic (7 < 1) and hence the case for pro- 
tection from the terms-of-trade point of view is especially strong, 
a tariff will result in a reduction of the price of imports (inside the 
tariff wall), in other words will neither protect nor reduce unem- 
ployment in the “ protected ” industry nor give rise to external 
economies (if there are any to be expected).2 The problem is 
theoretically much more complex and practically infinitely more 
difficult than Dr. Balogh realises. 


III 


Dr. Balogh’s criticism of my treatment of unemployment is of 
a similar nature as his discussion of the terms of trade. I 
specifically stated that I did not deal with balance-of-payments 
disequilibria and adverse multiplier effects, which, ef course, 
excludes unemployment resulting from these conditions.* Dr. 
Balogh’s objection that this procedure “ gives the impression as 
if [I] had dealt with the problem of unemployment as it occurs in 
real life ” (loc. cit., p. 77) is therefore entirely baseless. I was 
quite explicit that my article dealt only with one kind of un- 
employment (which by the way definitely does “occur in real 
life,” although it is not the only and perhaps not the most im- 
portant kind that exists). 

He is, however, mistaken if he thinks that involuntary 
unemployment caused by the spilling over of foreign depressions, 
by balance-of-payments disequilibria or in fact by any other cause 
(including the catch-all “ insufficiency of effective demar 1’’) 
has nothing to do with wage and price rigidity. Latter-day 
discussions have made it increasingly clear that the assumption 


1 The same is true of the external economy argument. 

2 See Metzler, “ Tariffs, Terms of Trade and National Income ” (Journal of 
Political Economy, Vol. 57, Feb. 1950, p. 7). This can also be easily verified by 
means of ordinary demand and supply curves for individual commodities. I 
the elasticity of foreign supply of an import commodity is negative and 
(numerically) greater than unity a tariff will even make the balance of payments 
worse. I personally would not regard this as likely, but Dr. Balogh, who un- 
hesitatingly operates with demand and supply curves of the oddest shape 
(although he also objects to the use of composite demand and supply curves on 
principle), should not ignore these cases. 

8 The distinction between the two kinds of unemployment, tha’ in particular 
industries (the one discussed in my essay) and that due to balance-of-payments 
disequilibria (both involuntary in nature), each of which may furnish a rational 
basis for protection was already explicitly made in my Theory of International 
Trade, pp. 259 et seq. 
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of price and wage rigidity is essential for the Keynesian unem- 
ployment and that the claim of what might be called the early or 
naive Keynesians (some Keynesians, however, never outgrow 
that stage) to the effect that their results are independent of the 
rigidity assumption is an illusion. But since I have discussed 
this problem elsewhere and did not discuss it in the article under 
review, it suffices to point out that Dr. Balogh again applies 
his favorite method of dragging extraneous issues into the 
argument. 

The same holds of what he says about the neglect of dynamic 
complications. I discussed only one dynamic factor, namely, 
that implied by the infant industry case. Nobody would deny 
that if we could foresee economic progress abroad which may 
require painful adjustment, and if we had an omniscient and 
omnipotent administration, “a limitation of [international] 
intercourse ” 1 could be beneficial by avoiding those costly adjust- 
ments. ‘‘ If my aunt had wheels, she would be a bus. . . .” 

Similarly, if temporary depressions abroad could be foreseen, 
advance adjustments could be made to soften their impact. But 
the most naive planner should have learned by now that our 
powers to forecast are much more limited than was thought a few 
years ago. That does, of course, not imply that nothing can be 
done once a depression has struck (although the lag in diagnosing 
has proved to be considerable).2 At any rate, I did not discuss 
these problems in my essay and I do not intend to imitate my 
critic’s habit of discussing in every paper everything under the 
sun, because that could only lead to confusion. 

Dr. Balogh’s comments on my treatment of decreasing cost 
are of the same general quality. He says that I “ now at last 
admit that in Professor Graham’s case of ‘ wrong ’ specialization 
(and also in the . . . long accepted case of ‘ infant ’ industries) 
protection is justified.” * The truth is, of course, that I accepted 
the possibility of these cases when I wrote the first time on these 
matters,‘ although I was not able then to give a precise diagram- 
matic analysis. 

What he has to say for the rest consists of unproved assertions 
and unsubstantiated impressions. He maintains, for example, 


1 Balogh, op. cit., p. 78. 

2 On the other hand, to restrict trade as a precaution against expected foreign 
depressions whose timing, duration and intensity are, however, unknown, is a 
weapon which is not only two-edged but also rather ineffective unless the trade 
restriction is very drastic. 

3 Op. cit., p. 78. 
4 International Trade, pp. 199 et seg. and pp. 278 et seq. 
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that the “admittedly corrupt and inefficient bureaucracies in 
Eastern Europe ” did better for their countries than the incor- 
ruptible colonial administrations for their charges, after making 
“all allowance for natural handicaps including the population 
problems of the colonial territories ”’ (loc. cit., p. 81). 

This entirely unproved and unprovable contention is supposed 
to illustrate the assertion that without high-level protection and 
planning “‘ weaker countries ” can never hope to overcome “ the 
deterrent effects ...of the existence of all-powerful giant 
industrial combines backed by the government of a very large 
country.” 1 It would be the simplest thing in the world to cite 
counter examples, but I cannot demand space for such elementary 
exercises. 

Dr. Balogh admits that often inefficient industries are kept 
alive by protection. But even in these cases he would not 
abolish or reduce tariffs, but advocates “subsidies to imports . . . 
to cause movement [of factors] towards high-productivity 
industries ”’ (p. 80). The maxim behind this advice seems to be : 
Never do anything the natural, cheap, liberal way, if it can 
conceivably be done by means of arbitrary, expensive, bureau- 
cratic planning. 


IV 


I come now to Dr. Balogh’s excursion into welfare economics. 
In my article I argued that if after trade more of every com- 
modity is available than before (which may well be the rule and 
is always possible except in the extreme and unrealistic case of 
complete factor immobility), it is natural to call this a superior 
position. Most people (including most welfare economists) 
would agree with that, I believe, although I would insist that it 
implies a value judgment. For even if there is more consumed of 
every single commodity, some individuals may be worse off than 
before, and this change in the income distribution may be deemed 
undesirable. 

I then turned to the case where after trade less is consumed of 
some commodities (e.g., of the export commodities which have 
gone up in price), although correspondingly more of others, and 
stated that (under defined ideal conditions) we could still speak of 
@ superior welfare position, if we accept the hypothetical compen- 
sation or bribe principle. If the gainers could compensate the 


1 Op. cit., p. 79. One of the rare cases which superficially resembles Dr. 
Balogh’s caricature is that of the Anglo-Iranian Oil Company. 
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losers and still be better off, we call it a better position, irrespective 
of whether the compensation is actually made or not.* 

To this Dr. Balogh objects that “‘ modern welfare economics 
has shown precisely the opposite. It is not merely sufficient to 
show that every loser ‘could’ be compensated It must be 
shown that everybody who should be compensated has been com- 
pensated,” etc. He refers specifically to Mr. Little’s * Critique of 
Welfare Economics. 

If Dr. Balogh had read my essay carefully he would have 
discovered that it is entirely compatible with Little’s results (if I 
may follow my critic’s example of taking Mr. Little’s important 
volume as the last word in welfare economics). As far as a close 
study of Mr. Little’s impressive and on the whole convincing 
analysis reveals,® there is nothing in his basic results that cannot 
be reconciled with what I said in my essay. I can accept Mr. 
Little’s fundamental welfare criterion : ‘‘ A change is economically 
desirable if it results in a not unfavourable redistribution of wel- 
fare, and if a policy of redistributing money by lump-sum- 
transfers could not make everyone as well off as they would be if 
the change were made,” * as well as its application to inter- 
national trade: “‘ We say that the post-trade position is actually 
better than the pre-trade position, if the distribution of real 
income has not deteriorated.” ® 


1 My paper was perhaps not quite clear on the following point: It is not necessa- 
rily true that the actual collection of goods produced under free trade can always 
be so redistributed as to make everybody better off than before trade. If, for 
example, gainers and losers have different tastes, it may happen that, in case 
income were redistributed in order to compensate the losers, a different collection 
of goods would be demanded and consumed. In other words, the point 7” in 
Fig. 1 of my original article (p. 225) would be shifted along the trade line. It 
should be remembered that for simplicity’s sake constant terms of trade, i.e., 
infinitely elastic foreign demand, was assumed. If that assumption is dropped, 
redistribution of income will change the terms of trade as well as domestic pro- 
duction. This clarification in no way affects my argument. 

For a demonstration that in case of variable production Scitovszky’s ‘‘ double 
bribe criterion ” or Samuelson’s generalisation thereof can be used to prove the 
superiority of the “‘ ideal” free-trade position, see R. E. Baldwin’s “‘ The New 
Welfare Economics and Gains in International Trade ”’ in a forthcoming issue of 
the Quarterly Journal of Economics. The unreal case of unchanged production 
can thus be regarded as a limiting case. 

* In this connection, too, Dr. Balogh introduces the, in the context of my essay 
wholly irrelevant, issue of the terms of trade. I nowhere discussed in my essay 
the problem of world income or its distribution between various countries. 
The whole analysis was unequivocally in terms of one country. 

* This reservation is necessary, because Little’s is an extremely closely 
reasoned piece of work where one can easily overlook something of importance, 
even after a very careful study. 

* Op. cit., p. 116. 5 Op. cit., p. 280. 
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All this is entirely compatible with what I said in my essay, 
because I stated repeatedly that everybody was free to introduce 
value judgments concerning the income distribution.1 Speaking 
as a scientist—or at any rate as an economist—I do not pro- 
nounce value judgments of my own, nor do I quarrel with those 
of other people. As a scientist I can do only two things: (a) 
state value judgments hypothetically ? and draw conclusions (“ if 
certain values are postulated, certain value or welfare conclusions 
follow ’’) and (6) investigate what basic valuations people either 
profess or reveal by their policy preferences and recommendations 
and other attitudes (which includes pointing out contradictions and 
inconsistencies and may suggest value judgments whose implica- 
tions it is worth while to investigate). 

I still believe, however, that the hypothetical compensation 
or bribe criterion (that the gainers could compensate the losers) is 
consciously or unconsciously widely accepted in practice even by 
those who reject it in theory. Dr. Balogh himself, for example, 
prefers prosperity to depression, although there can be no doubt 
that many people, among them very deserving groups such as the 
proverbial widows and orphans, pensioners, beneficiaries of life 
insurance policies, college dons and bureaucrats, etc., are definitely 
better off in depressions (except perhaps very severe ones) than 
in prosperity periods. Or does Dr. Balogh pretend that he has in 
each case made a thorough study to find out whether “ every- 
body who should be compensated has been compensated ” (or has 
not been hurt in the first place)? I think he relies, like most 
people, on overall output and employment figures and concludes 
that everybody could be better off; if some people are 
actually worse off, well that is just too bad. For hardship cases 
he would probably recommend special measures of relief and 
redistribution, but he would hardly be prepared to abandon 
full employment, just because if compensation of all who 


1 Or indeed any other value judgment. If, e.g., someone says that he does 
not regard a situation in which every individual is better off (in the sense of 
being on a higher behaviour line, to use Mr. Little’s phrase) as necessarily superior, 
because a rapid rise in material wealth may make people careless about their 
spiritual welfare, I would (as an economist) not argue with him; I would confine 
myself to pointing out that this is not the typical value postulate used when 
judging economic situations and policies. 

2 That is what I meant by the “ arbitrary ” element in welfare economics. 
Dr. Balogh completely misunderstood this, although this position is shared by 
many modern welfare economists. He calls the attempt of separating arbitrary 
value judgments from logically stringent conclusions and testable (or refutable) 
statements of fact ‘“‘ emotive” (op. cit., footnote 1 on p. 72). He evidently 
cannot believe that anyone may seriously try to separate his personal valuations 
from scientific analysis, 
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should be compensated proves, for one reason or the other, to 
be impracticable. 

My conclusion is then this: the hypothetical compensation 
or bribe test is a widely accepted value criterion, although it must 
not be conceived as an absolute and exclusive value. I sym- 
pathise with Little and other recent critics when they object to 
the uncritical acceptance of the compensation principle as a self- 
evident absolute value criterion. On the other hand, I wish they 
would give up the search for the correct criterion which is a will-o’- 
the-wisp and adopt a more experimental and pragmatic attitude. 
The right thing to do is, it seems to me, to experiment with 
alternative hypothetical valuations and not to stick woodenly 
to a single one, however plausible it may sound. 

GOTTFRIED HABERLER 
Harvard University. 


1 Hicks and Kaldor were too sanguine in this respect, but Bergson and 
Samuelson (cf. the profound chapter on Welfare Economics in his Foundations) 
were always aware of these limitations. 
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IDEAL OUTPUT AND THE INTERDEPENDENCE OF 
FIRMS 


I SHALL examine the question of how it may be possible to 
increase the value of final output at current prices in an un- 
rationed market, when the supplies of ultimate productive 
services are assumed to be constant. I am particularly concerned 
to emphasis: the inherent complexity of the task and to refute 
certain theories on the subject which have received some accept- 
ance. My discussion will be conducted under the general rubric 
of Ideal Output, out of deference to tradition, but it may be kept 
in mind what the criterion is. In any case, whatever “‘ Founda- 
tions ”’ may be laid, the practical suggestions of welfare theorists 
are usually guided perforce by the value of output at current prices, 
with, depending on the timidity or circumspection of the author, 
much or little hedging about with particular reservations to 
assuage common sense. 

The prevalent error which has led to false theories on Ideal 
Output is to pay inadequate attention to the fact, which is a 
commonplace, that firms (and industries, however delimited) sell 
goods to each other and not merely to consumers. As a result 
many writers have adopted what I shall refer to as the Pro- 
portionality Thesis. We may accept as a typical statement of 
the thesis the following sentence from an article by A. M. Hender- 
son: “The ideal distribution of resources between industries 
will be obtained if the ratio of prices to marginal cost is the same 
in all industries.” 1 This thesis and its allied rule for making 
improvements I hope to prove erroneous. The suggestions which 
I shall offer toward a more adequate theory cannot assume quite 
the same air of precision that theories have claimed hitherto. 

It is not part of my program to be too much concerned with 
certain vexatious fine points which might, each one, occupy an 
article. It will be convenient to avoid the problem of how to 
deal with new investment by assuming that changes in stocks of 
goods and productive facilities held by firms are given, while the 
final output the value of which we wish to maximise includes only 
those goods sold toconsumers. I shall also ignore the fact that it is 
rather difficult to subsume the activities of government either in 
the consuming or in the producing sphere. To the reader who is 
interested in these and other fine points (I do not wish to minimise 


1 A. M. Henderson, ‘“‘ The Pricing of Public Utility Undertakings,” The Man- 
chester School, September 1947, p. 242. 
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their importance), I recommend the recent book by I. M. D. 
Little, A Critique of Welfare Economics. 

I also leave the reader free to make whatever special quali- 
fications, in the time-hallowed manner, to the principle of maxi- 
mising the value of output which he wishes, to keep little children 
from being exploited and the like. Perhaps of more immediate 
moment is the possibility that when output changes by a large 
amount the criterion of increasing the value of output may be 
indecisive, because prices may be so altered that the contrary 
change is prescribed. This dilemma may be avoided, if we 
refuse to apply the criterion to changes which are large enough 
for it to arise. In small (enough) changes price effects will be of 
the second order of smallness, and may be disregarded. 


I 


There have been approaches to the problem of allocating 
productive factors, which might be termed Utopian since they 
essay to describe certain necessary conditions for an optimum 
situation which is most unlikely to be reached. Another approach, 
however, which is of more immediate interest here, rather seeks to 
define a program which gives probability of an improvement even 
when the optimum remains unattained. It is this school which 
has proposed a Proportionality Rule as a guide to piecemeal 
reform. This Rule is a companion piece to the Proportionality 
Thesis, which I have cited and which itself has the Utopian ring. 

By the Proportionality Rule, “it is socially desirable to expand 
those industries in which competition is more imperfect than the 
industries with which they compete for their factors of production 
and to contract those in which the opposite condition prevails.” * 

If it is asszmed that each industry competes with “ industry 
in general ” for factors of production, then the industries should 
be expanded where the degree of imperfection is above the 
average and contracted where the degree of imperfection is below 
the average. The expansions and contractions are presumed to 
take place through shifts of the hired factors of production and 
not through changes in the number of firms. By definition, the 
degree of imperfection varies directly with the proportion price 
bears to marginal cost. 

Sometimes the Proportionality Thesis and Rule are put in 
terms of more fundamental variables. The foregoing statements 
have tacitly assumed the absence of price discrimination in the 


1 Oxford, 1950. 
2 R. F. Kahn, ‘“‘ Some Notes on Ideal Output,’” Economio JourNAt, March 
1935, p. 21. 




















1951] IDEAL OUTPUT AND INTERDEPENDENCE OF FIRMS 787 


sale of productive factors and the absence of monopsony in their 
purchase. These assumptions are avoided if we say that “ factors 
should shift from industries in which the values of their marginal 
products are lower than the average to industries in which the 
values of their marginal products are higher than the average.” } 
Of course, the Proportionality Rule is not really a sufficient rule 
for getting improvements except in the sense of increasing the 
money value of output. For no account is taken of the redis- 
tribution of income, nor of numerous other significant accompani- 
ments of changes in outputs. Yet it gives more promise of use- 
fulness than the Utopian Rules which would probably never 
become relevant. 

From time to time exception has been taken to the Pro- 
portionality Thesis. Lerner shows that the argument is defective 
if some productive factors are put to use outside the firms. He 
seems to be concerned principally with the use of productive 
services directly by the households, which would affect the supply 
of services to the firms. Reder says that the Thesis requires the 
equality of price and marginal cost when products may be trans- 
formed into one another. However, he seems to be using 
marginal cost to mean the value of any alternative final product 
sacrificed from the social output, rather than the cost of pro- 
ductive factors to the firm. Finally, I. M. D. Little points out 
that the theory must be wrong whenever some goods serve at the 
same time as consumer goods and productive factors.4 But no 
one appears to have stated the thoroughgoing wrongness of the 
Thesis (and its accompanying Rule) which results from the fact 
that firms are not completely integrated but sell to one another 
in a complex pattern of transactions. Indeed, the Thesis is 
wrong even though no goods are both concumer goods and 
productive factors. 

II 

Let us directly face the problem of describing changes in the 
allocation of resources which are in accord with the criterion of 
increasing the value of final output. I assume the supply of 
productive services from labour, natural resources and capital to 
remain constant. The current flow of intermediate products, on 
the other hand, may vary in composition and in amount. By a 
constant supply of services from capital I shall mean that the 


1 J. E. Meade, An Introduction to Economic Analysis and Policy, Oxford, 
1937, p. 177. : 

2 Abba P. Lerner, The Economics of Control, New York, 1947, pp. 102-5. 

® Melvin Warner Reder, Studies in the Theory of Welfare Economics, New 
York, 1947, p. 42 n. 4 Op. cit., p. 136. 
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resources used to increase the producers’ stocks of some goods and 
productive facilities will be provided directly or indirectly by 
their failure to maintain the stocks of some other goods and 
productive facilities. 

Actually it is probably not possible to shift productive services 
without affecting their supplies. Therefore, one may always ask 
whether the measures which are suggested by an analysis of this 
sort would be likely to influence the supply of productive services 
in a way regarded as undesirable. Moreover, we shall ignore the 
presence of external economies in production, other than those 
which arise from the divergences within firms between marginal 
costs and prices. 

Let us first consider the allocation of a fixed supply of resources 
among firms whose only transactions are with individuals, as 
consumers and as owners of resources. The firms are then 
completely integrated. This, as it happens, is the one case where 
the Proportionality Rule is likely to prove adequate. The 
arguments of Kahn, Meade, Henderson, as well as numerous 
others, imply, however, that this case is typical of the real world, 
although they show clearly enough by their references to industries 
which produce intermediate products, that they know it is not. 
We shall also suppose, for the sake of simplicity, that there is no 
price discrimination or rationing and that neither firms nor house- 
holds exercise monopoly powers in the market for resources. 

Under these conditions the cost to a firm of an additional 
unit of any productive service will be the price of the productive 
service. And the cost of an additional unit of output will be 
the cost at constant prices of the additional productive services 
needed to produce it. If the proportions in which productive 
services are combined can vary, the cost of another unit of output 
may be found in terms of any one of the productive services, and 
for total cost to be a minimum at a given output, the marginal 
cost must be the same whichever productive service is used in 
larger quantity to produce the additional output. Therefore, if 
price exceeds marginal cost, the value of the marginal product of 
any productive factor used by the firm will also exceed the price 
of that factor in the same ratio. If a productive service is re- 
moved from a firm where this ratio is small and placed in a firm, 
which also uses this type of productive factor, where the ratio is 
large, the value of final output will be increased by the difference 
between the values of the marginal products.1 This result 


1 Cf. Kahn, op. cit., pp. 20-1. He speaks in terms of marginal revenue, 
assuming it to be equal to marginal cost. 
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depends upon the fact that the outputs of the firms are final 
outputs. 

Therefore, in general, productive services should be en- 
couraged to shift from the firms where the divergences of price 
and marginal cost are small to firms where they are large. Were 
these shifts continued long enough, the firms would finally have 
the same ratio of price to marginal cost, and no further shifts 
would be advantageous. Then the allocation of resources, among 
existing firms, would be ideal (from the restricted point of view of 
the criterion which prevails in these discussions). 

Kahn and Meade suggest that the desired movement of re- 
sources could be brought about by taxing the employment of 
“hired factors” in the industries where the proportion of price 
to marginal cost is lower than the average (degree of competition 
above the average) and subsidising the employment of “ hired 
factors ”’ in industries where this proportion is above the average 
(degree of competitior below the average). We may substitute 
for this the somewhat simpler plan of taxing and subsidising their 
respective outputs. Obviously this type of program would not be 
feasible unless the firms were so numerous in each industry that 
they were not led to try to influence the rate of tax or subsidy 
when setting their outputs. But if firms are grouped together, 
they will not have the same ratios of price to marginal cost. 
Kahn recognises the difficulty, but assumes for the purposes of 
his discussion that each industry is composed of firms for whom 
such ratios are the same.? It seems clear, however, that any 
possibility of employing a tax and subsidy policy depends upon 
the validity of grouping together firms for which this is not true. 
Then the taxes would be imposed on all firms in an industry 
where the average ratio is low, and subsidies would be granted on 
the outputs of all firms in an industry where the average ratio is 
high, regardless of the ratio in the individual firm. 


































III 


We may make a further approach to reality by recognising 
that final outputs are not produced in fully integrated firms. 
The simplest model which introduces a structure of production is 
perhaps that where lines of production are isolated from one 
another but are built up of industries arranged in successive 
stages. In each stage of production we may suppose that the 

1 Meade, op. cit., p. 177; Kahn, op. cit., p. 29. They also propose lump-sum 
taxes, and subsidies to regulate the number of firms in an industry on the assump- 


tion, however, that the firms of an industry are of the same size. 
2 Kahn, op. cit., p. 21 n. 
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firms buy productive services from households and intermediate 
products from the preceding stage. Let us continue to assume 
that the factors of production, including intermediate products, 
may be used in variable proportions. 

The allocation problem now falls naturally into three parts, 
allocation among lines of production, among the industries in 
successive stages of a given line of production and among the firms 
of a single industry. The reallocation within a single industry 
proceeds in exactly the same manner as we have described for 
fully integrated firms, except that the product need not be a final 
product (however, the increased value of the intermediate pro- 
ducts would make a larger final product possible). Clearly the 
movement of factors of all types, including intermediate products, 
from firms where the degree of monopoly is low to those where it 
is high should continue until the divergences between prices and 
marginal costs are, in this industry, everywhere the same. The 
other reallocations are more interesting. They show imme- 
diately the two fatal defects of the Proportionality arguments, 
that prices to consumers are not brought into line with ratios of 
substitution among final outputs and that prices to firms are not 
made consonant with substitution ratios between factors of 
production, in this case ultimate factors and intermediate products. 

As we have observed, when the combination of factors is 
variable, the value of the marginal product of any factor bears 
the same proportion to the price of the factor that the price of 
the product bears to the marginal cost. Let us symbolise the 
average ratio of price to marginal cost in a particular stage of 
production by 7;, where 7 denotes the stage. Then ihe withdrawal 
of a small quantity of a productive service from the ith stage may 
be expected to reduce the value of the output of that stage by 7; 
times the cost of the services withdrawn. Symbolising the cost 
of services withdrawn by w, the expected loss is % x w. This 
deprives the succeeding stage of intermediate product valued at 
rx w. Then by the same argument the decline in output in 
the (¢ + 1)th stage will be 7,,, x % xX w. Therefore, if price 
exceeds marginal cost in the subsequent stages of production, the 
loss in the value of output at successive stages will be cumulatively 
larger, until the largest loss of all is experienced in the stage 
producing the final product.1 


1 The accumulation of monopolistic effects was briefly noted by Lerner in 
1934. The example he gave corresponds to our present model. See A. P. 
Lerner, ‘‘ The Concept of Monopoly and the Measurement of Monopoly Power,” 
The Review of Economic Studies, June 1934, p. 172. Since then little use has 
been made of his observation. 
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From this accumulation of the divergence between the price 
of the productive service and the value of the marginal product 
at later stages, it follows, given variable proportions, that the 
final product will be larger if productive services are taken out 
of later stages and ultilised in earlier stages. Because the factors 
may be substituted the loss resulting from the removal of pro- 
ductive services will be overbalanced by the gain from an increased 
supply of intermediate products. For example, the removal of 
productive services from the (i + 1)th stage will reduce the value 
of that stage’s output by7;,, x w. But the employment of these 
services in the preceding stage will increase the value of that 
stage’s output by ™ x w, and the employment of this inter- 
mediate product in the (i + 1)th stage will increase its output 
by %.1 1% xX w. The gain then exceeds the loss, 7,,, x w, 
whenever 7; is larger than one, in other words, whenever price 
exceeds marginal cost in the ith stage. 

Admittedly the assumption that the combination of factors 
is continuously variable is not realistic. However, it can be 
relaxed. The essential fact is that the intermediate product is 
inflated in price above the cost of the productive services needed 
to produce additional quantities of it. Therefore, it is always 
possible that some group of productive services in the later stage 
could produce in the earlier stage more of some type of inter- 
mediate product than is required to restore the level of output in 
the later stage, but that this exchange is prevented by the in- 
flated price of the intermediate product. Whenever such an 
exchange would be advantageous, the presence of monopoly (in 
the sense of a divergence between price and marginal cost) leads 
to an improper allocation of productive services among the stages 
of production. Furthermore, it is probable that a measure which 
reduces the degree of price inflation will cause some favourable 
exchanges to be made. 

It is significant that this type of misallocation will not be 
prevented when all industries have equally imperfect markets and 
equal rates of indirect taxation. Nor need an approach to 
equality provide any improvement. Only the reduction of the 
divergences between price and marginal cost will be effective in 
reducing the excessive prices of intermediate products compared 
with productive services and thus preventing the tendency for 
productive services to be applied in unjustifiably late stages of 
production. This result will be preserved in the more general 
model. 

If the productive services allotted to each line of production, 
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composed of industries in successive stages, are to be allocated 
most effectively, the shift of productive services to early stages 
must continue until there is no divergence between price and 
marginal cost in any stage of production save that producing the 
final output. Otherwise, the structure of production will be 
distorted. Then we are once again in the Kahn-Meade world, 
where the industries producing the fina] outputs may be regarded 
as if they were completely integrated, since their suppliers are 
“‘ perfectly competitive.””’ Then the Kahn prescription applies, 
and ideal allocation (of given productive services) is achieved 
when the industries in these final stages show the same ratio of 
price to marginal cost. Furthermore, an approach to this equality 
will probably raise the value of output. Therefore, productive 
services should be taken from the more competitive final stages 
and used in the less competitive. 

The improper allocation of productive services among the 
stages of a line of production is in the stricter meaning a departure 
from efficiency, since by a re-arrangement within this line of 
production alone, without affecting production elsewhere, a larger 
final output is obtainable in physical units. On the other hand, 
the subsequent movement of productive services between the 
final stages of lines of production, while it increases output in 
value terms, must reduce some output in physical units. It 
might be regarded as an adaptation of the output mixture to 
consumer tastes. These same distinctions can be drawn in the 
more realistic model which I shall present in conclusion, though 
they assume a more complicated appearance there. 

When imperfection is prevalent, the movement of productive 
services between lines of production must take account of the 
stages involved. Losses and gains must be calculated by accumu- 
lating monopoly effects up to the final products. In general, 
lines of production should receive services whose industries are 
more monopolistic and whose stages are more numerous, and the 
inflow should occur in the earliest stages which show divergences 
of prices and marginal costs. But these principles can be appro- 
priately compromised only where definite degrees of monopoly 
are assigned.! 


1 The common opinion that an excessive supply of productive services are 
used in the extractive industries seems to be contradicted by the foregoing 
analysis. However, it should be recalled that we are assuming perfectly com- 
petitive markets in productive services which actually do not exist. In fact, 
they are largely confined to the extractive industries, especially agriculture, and 
both worker monopolies in manufacturing and transport and the greater fertility 
of rural populations tend to provide many extractive industries with excessive 
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IV 


The model of production with disjunct lines of production is 
far from realistic. Although it already exposes the basic faults 
of the Proportionality arguments, it does not present these faults 
in quite the form that they assume in a complexly interdependent 
economy. Nor has the discussion of this model been oriented 
toward the development of a remedial program which might con- 
ceivably be applied and which would include the necessary 
amendments to the program of Kahn and Meade. It is these 
deficiencies which I now propose to remedy so far as this is, in 
any case, possible. 

The true complexity of economic reletionships is seen in 
the existence of industries, such as transportation, power and 
communication, which sell their outputs to nearly all firms and 
households, in the prevalence of merchants dealing in wide 
varieties of products and in the fact that the same raw materials 
enter into products of very diverse kinds. 

Let us first consider the limiting case of interdependent 
industries in which the production functions are linear and homo- 
geneous.! In each industry the production function will include 
both the productive services of households and intermediate 
products as factors of production. Because 0° the prevalence of 
intermediate products the cost of an output in terms of the 
ultimate factors supplied by households cannot be determined 
within the purlieus of a single industry. Indeed, the system may 
be so tightly bound together by the web of intermediate products 
that production coefficients in virtually all industries will influence 
the cost of a single output in terms of productive services, or the 
ratios of substitution between a set of outputs. However, if 
there are no divergences anywhere between prices and costs, 
that is, if the rs are uniformly equal to one, we can be sure without 
explicit computations that the prices of the products are just equal 
to the costs of the productive factors, including, of course, the 
services of capital, required to produce them. This will be true 





supplies of, at least, labour services. This may not be true, however, of other 
productive services, nor may it hold for the distribution of productive services 
among the stages of the urban industries themselves. For example, even though 
retail trades were as well organised by workers as manufacturing, it seems doubt- 
ful if a proper social husbandry would lead to a shift of workers out of manu- 
facturing into trade, more clerks handling less goods in more elaborate shops. 

1 Tjalling C. Koopmans has suggested that a model of this type, but allowing 
choice between productive techniques, might be useful in problems of welfare 
economics. See ‘‘ A Mathematical Model of Production,” Hconometrica, January 
1949, pp. 74-5. 
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in the sense that to produce an additional value of any product 
without encroaching on another will require an increase in the 
supply of ultimate productive services having an equal value at 
given prices.1_ However, the group of services which are in- 
creased, and the proportions in which they are increased, will 
generally not be unique. 

It is then evident that when the supply of ultimate productive 
services is fixed the production of an additional value of some 
outputs will be managed through reductions in some other 
outputs of an equal value. For the substitution of outputs may 
be regarded as taking place in two steps. First, certain outputs 
are reduced and directly or indirectly productive services are 
released. Then, these productive services are used, directly or 
indirectly, to expand certain other outputs. As we have seen, 
values will be equated in each step. However, not every two 
outputs, nor every two groups of outputs, need be substitutable, 
for it may be that the factors which can be released in the reduc- 
tion of the first output are not appropriate for producing the 
second output, either directly or indirectly. But whatever 
substitutions occur will exchange equal values of goods. 

On the other hand, if in some of the industries there are 
divergences between prices and costs, the equality is lost. This 
results immediately from the fact that the production possi- 


1 This statement may be given a formal derivation. Set up a system 
of equations each of which relates the total supply of a productive service or 
output to the amounts consumed by the households and the industries, where the 
amounts consumed by the industries are in proportion to their outputs. The 
equations will be of the form : 


Ys = —O,4,—. . .-—Guitm - «+ © - ©. (I) 
where the zs are outputs. For i less than m + 1, y; is the amount of a good 
consumed by households and ay = —1. For 7 larger than m, y; is the negative 


of the amount of a productive service supplied by households. The equations 
must be consistent. This puts a restriction on the variation of the final outputs y;. 

Set up a second system of equations, each of which relates the price of an 
output to the amounts spent on the intermediate products and productive services 
used in its production. These equations will be of the form : 


Pi = GP, +... t+ Gea - - «© « « (2) 
where the coefficients are the ones appearing in the first set of equations with the 
same subscripts (they are the coefiicients of production). The ps are the prices. 
This system of equations may be solved for the prices of the outputs in terms of 
the prices of the productive services. 

A comparison will show that any change in the ys in the first set of equa- 
tions, which is permitted by the condition that the equations remain con- 
sistent, is such that the value of the decrements, at prices satisfying the second set 
of equations, equals the value of the increments. This result holds whether the 
decrements and increments are outputs or productive services. 

For a study of equations of this sort see Wassily Leontiev, The Structure of the 
American Economy 1919-1929, Cambridge (Mass.), 1939. 
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bilities are unaffected by the change, while price relations are not.+ 
Moreover, if the industries whose rs rise above unity include some 
which produce intermediate products the effects are likely to 
reverberate throughout the entire system. If we take the prices 
of the ultimate productive services as a basis, we may compare 
the prices of the outputs in the resulting system with the ‘“‘ com- 
petitive ”’ prices which would be consistent with all rs equal to 
unity. If will be useful to refer to the ratios between the actual 
and the “competitive” prices as degrees of inflation.2 If 
monopoly and marginal taxation are at all widespread, nearly all 
outputs will bear prices inflated to some degree. On the other 
hand, in equilibrium there will not be degrees of inflation less 
than unity, since there will be no degrees of monopoly less than 
unity (rs less than one). An exception might arise in an industry 
which enjoys a Government subsidy, but presumably such a 
subsidy would correspond to a service performed for the com- 
munity, which should be regarded as an output of the 
industry.® 

Where prices are inflated, it would become possible to cause an 
increase in the value of output at existing prices. It would only 
be necessary to increase the outputs of the goods bearing the more 
inflated prices at the expense of the goods bearing the less inflated 
prices. The degree of inflation need, however, bear only a distant 
relation to the degree of monopoly in the industries producing 
the final output. Moreover, when an output serves as an inter- 
mediate product, the fact that the industry producing it is ex- 
ceptionally monopolistic is not a sure warrant that its output 
should be expanded, since the price still may not he greatly 
inflated, and even though its price is greatly inflated, the final 
outputs in which it eventuates may yet not bear the most highly 
inflated prices. 
If the orthodox fiscal nostrums are to be applied, it seems 


1 Equation (1) will be the same as before, while equation (2) will now appear 
as 


1 
7,Pt = UP t+ + + + GinPn - : <4 ® «= oe 


where 7; is the ratio of price to marginal cost (= average cost here) for the ith 
industry. A comparison of the consistency conditions for (1) and the solutions 
for the ps in (2’) will show that they no longer correspond as before, but substitu- 
tion will increase or reduce values depending on its direction. 

2 The competitive prices are found by solving equations (2) for output prices 
in terms of the prices of productive services. The degree of inflation of the jth 
output is then the actual price + ;, where p; is obtained from the solution of (2). 

3 Similarly, some indirect taxes may represent costs imposed on the com- 
munity by the industry, and therefore should not be allowed to contribute to 
degrees of inflation. 
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appropriate to levy taxes on the retail sale of outputs the prices of 
which are inflated less than some type of average and to provide 
a subsidy out of the proceeds on the retail purchase of outputs 
the prices of which are inflated above this average. It would not 
be necessary to apply any measures to intermediate products except 
where the taxation or subsidy of final products proved inexpedient 
for administrative reasons. Then, it might be expected that 
consumers of the final outputs would, on the whole, substitute 
subsidised for taxed outputs, which would mean an increase in 
the value of output at initial prices, and, if the program is modest 
enough, also at subsequent prices. Let 1, represent the degree 
of inflation in price of an output which declines and 7, the degree 
of inflation in price of the output which substitutes for it. Then 


the value of output at initial prices will be increased by 2 times 
1 


the value of the decrement in the first output. : may be thought 
1 


of as the value of the ultimate productive services which are 
devoted to the production of one unit, in value, of the first output. 
Then i, is the ratio of this cost in ultimate productive services 
to the value of the second type of output which they can alterna- 
tively contribute. The same principles apply when more than two 
goods are involved. It is not implied, however, that any unique 
bundle of productive services will underlie the substitution. 

The interdependent model which has now been described is 
less special than may appear at first glance. Let us introduce 
variable coefficients of production while continuing to regard the 
production functions as homogeneous of the first degree. This 
means that increasing all productive factors in any industry in a 
given ratio will always permit an increase of output in the same 
ratio. Then the observed coefficients of production are those 
which firms find most economical at existing prices. The defini- 
tion of the degree of inflation may be retained, and it remains 
meaningful.! A certain group of substitutions are, just as formerly, 
consistent with unchanged coefficients of production, and the value 
of output will be unaffected only if competitive prices prevail 
everywhere, in the sense that all the rs equal one. 

The analysis is parallel to that for fixed coefficients, except 
that now when the prices are not competitive there will also be 
the possibility of advantageous substitutions in the use by 
producers of intermediate products. The prices of intermediate 


1 Equations (1), (2) and (2’) are just as before. It may be noted that the xs 
and ys may be regarded as increments. 
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products will fail to reflect the rates at which substitutions are 
possible in the economic system, and therefore the coefficients of 
production selected by producers will not be socially efficient. 
Where proportions are variable equal values of intermediate 
products will have equal value products (as a condition of profit 
maximisation), but if their prices are inflated in different pro- 
portions it will not be equal values of the intermediate products 
which with the existing production coefficients can be substituted 
as outputs. Rather, just as before, a unit value of one inter- 
mediate product can be exchanged (in the output of the economy) 


for 2 units of value of a second. If we suppose that 7, exceeds i,, 
1 


and that prices are made to reflect the substitution ratio, the 
output of the industry making a marginal substitution will show a 


gain in value of 2 times the value of the intermediate product 
1 


displaced times r for that industry. What the ultimate effect on 
final output will be would depend on the use made of the industry’s 
increased output. In the more likely case prices would not be 
brought into full alignment with substitution ratios. Then the 
industry making the initial substitution would not receive the 
full benefit of the change, but productive factors would be released 
elsewhere which would permit expansions of other outputs. 

In the general case where homogeneity of the first degree 
cannot be assumed, it is still possible to distinguish a definite way 
of varying outputs. We may consider the marginal batches of 
(non-specific) factors which would be used at current prices to 
expand outputs. These give rise to a system exactly analogous 
to that for linear homogeneous production functions except that 
it refers only to marginal increments of output, and the constants 
of the system are marginal rather than average coefficients of 
production.2 There will be certain substitutions which are 


1 In equations (J), where the zs and ys may be read as increments, the ys 
may be regarded as increments which may be used either to make changes in 
consumption or, in the case of an intermediate product, to make changes in 
production coefficients. It is still proper to use fixed as for a small change, 
since a marginal substitution will cause only small changes in production coeffi- 
cients, which in turn will have effects on the output increments of the second 
order of smallness. 

2 This means that in equations (1) the zs and ys should be interpreted as 
increments and in equations (1), (2) and (2’) the as must now refer to marginal 
rather than average coefficients of production. By a marginal coefficient, ay, is 
meant the quantity of the jth output or productive service used in producing a 
marginal unit of the ith output. This coefficient would not in general be unique, 
unless it is specified how the industry is led to produce the additional output. 
We are chiefly interested in output changes induced by changes in demand which 
are small enough to leave prices nearly constant. 
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consistent with output variations carried out with these marginal 
batches. They are reversible, and, just as formerly, if the rs 
do not equal one, the non-neutral substitutions when performed 
in the proper direction can increase the value of final output. 
The increase may come directly when such a substitution is made 
between final outputs, or indirectly when it is intermediate 
products that are exchanged. With fixed coefficients the second 
method of increasing the value of output, which reflects inefficiency 
in the strong sense that some final outputs can be expanded with- 
out infringing on others, did not arise. 

The degrees of inflation may be defined in the same way as 
before. That is, existing prices should be compared with a set of 
competitive prices which are formed by setting prices everywhere 
equal to the cost of the marginal batches of productive factors. 
However, once we admit variable proportions, even with homo- 
geneity the degree of inflation does not retain the same significance 
that it had for the fixed proportions. For there is no longer a 
definite way in which substitutions must be carried out. In- 
numerable patterns of factor movements would be able to effect 
substitutions between given outputs, and what is worse, some of 
these ways may be far superior to others, though they will not be 
chosen in a free market. Therefore, it is no longer accurate 
simply to say that certain outputs should be expanded and 
certain others curtailed, but the way in which these changes will 
be carried out should be specified. A substitution carried out in 
one manner may reduce the value of output, while carried out 
differently it would increase the value of output. 

It may be argued, however, that these degrees of inflation are 
the appropriate guide posts for public policy in the absence of 
the virtual omniscience which would be needed to estimate the 
precise reactions of the economic system to stimuli. That is to 
say, it may be thought that an appropriate policy for getting 
substitutions which will increase the value of final output is to 
subsidise the purchase by consumers of goods which bear prices 
inflated above some figure and to tax the purchase of goods by 
consumers which bear prices inflated less than this. Although 
substitutions are not likely to occur in just the way these estimates 
of inflation assume, yet they may be close enough to these ways 
not to upset the probability of an improvement. We may note 
in particular that variations in the proportions in which that part 
of marginal expenditure devoted to the ultimate productive 
services is divided between these productive services do not 
affect the degrees of inflation. They are dependent entirely on 
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the patterns of flow of intermediate products. Some stability 
in these patterns, however, must be assumed, at least for small 
variations. 

Furthermore, since producers will not choose their combina- 
tions of productive factors according to ‘“‘ competitive” prices, 
which correspond to the ratios of substitution in this type of 
marginal variation, presumably the same argument can be 
extended to intermediate products as well. Only then, added 
caution is needed, since the subsidies and taxes will accumulate 
through the system in just the same way as the original diver- 
gences. 























V 


I wish now to ask whether it is possible for degrees of inflation 
to replace degrees of monopoly in the statement of the Pro- 
portionality arguments. In the first place, can rs be devised 
which result in equal degrees of inflation throughout the system ? 
And secondly, does this result, equal degrees of inflation for the 
prices of all outputs, mean the attainment of an ideal distribution 
of resources? It should not be surprising that my answer to the 
latter question will be in the negative. 

The problem of arranging equal degrees of inflation turns upon 
a very simple relation. Let the proportion of marginal ex- 
penditure that is devoted to buying ultimate productive services 
for the jth output be p. Let i denote the common degree of 
inflation of all output prices. The proportion of marginal 
expenditure devoted to intermediate products, the prices of which 
are inflated in the ratio 7, is 1 — p. Recalling definitions, we have 





the identities : : xX price = competitive price, and competitive 


price = marginal cost, taken at competitive prices. But apply- 
ing the first identity to the prices of intermediate products, 


marginal cost at competitive prices = (p + +=?) x marginal 


cost (actual). Therefore, the following equation must be 
identically true for the jth output : 


et 
i 





: x price = (p + ) Xx marginal cost 


Since 7; x marginal cost = price, this reduces to 
ry = 1+ pli —1) 


Thus we see immediately that when i = 1 (prices uninflated), 


r; =1. Not even the possibility of rs less than 1 would remove 
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the necessity of this result. Furthermore, if all rs are equal, it 
would only be possible to have equal degrees of inflation if every 
industry had the same p, that is, spent the same part of marginal 
outlays on ultimate productive services. Such an eventuality 
is too unlikely to deserve the slightest attention. However, we 
also find that if the rs are allowed to be unequal, any common 
degree of inflation is feasible provided the rs be properly set. We 
must now inquire whether a common degree of inflation leads to 
an ideal distribution of a fixed supply of ultimate productive 
services. 

It is true, indeed, that once the degrees of inflation are equal, 
it is no longer possible to encourage the production of goods with 
more inflated prices at the expense of those with less inflated 
prices. But this merely means that measures which are adapted 
to the substitutions with marginal coefficients based on current 
prices will be neutral. It does not follow that all other methods 
of substitution will be neutral. It might be thought that taxes 
on the use of the ultimate productive services would be in order, 
since their prices are not inflated. Such taxes, however, would 
be ineffectual, since the prices of all intermediate products would 
rise proportionately. 

To discover measures, in the spirit of the interventions we 
have been considering, which would be appropriate, we must look 
at the source of non-neutral change. This lies in the inefficiency 
of methods of production where intermediate products are supplied 
by monopolistic firms (or firms subject to taxes which impinge 
on the margin of production). Inefficiency is present in the 
strong sense, because there will be a tendency to use factors of all 
kinds directly when the products resulting from their application 
elsewhere would have been more effective in their places. This is 
the analogue to the allocation of productive services to unjusti- 
fiably late stages of production in the model with disjunct lines 
of production. Only now, since intermediate products are not 
constrained to independent channels, other factors than ultimate 
productive services are involved in the distorted productive 
structures. The problem is not, in particular, bound up with 
the “‘ uninflated ” prices of the ultimate productive services. The 
crux of the matter is that intermediate products are not used 
which could be produced out of a smaller value of intermediate 
products and productive services, which are used, were these 
strategically disposed in other industries. Interposed between 
this smaller value, of the latter factors, and their product, in 
terms of the former, are the divergences of prices and marginal 
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costs in intervening industries. One expression of the resulting 
tendency, which has attracted attention, is an encouragement to 
the integration of firms in successive stages of production,! but 
similar effects will occur when no merger of firms is apparent. 

A fiscal policy which might tend to ameliorate this condition 
is the imposition of taxes and the disbursement of subsidies on a 
discriminatory basis. For any given output taxes should be 
heavier, or subsidies lower, on that part of the output which is 
sold to consumers or to producers who are close to the final out- 
puts. The ultimate aim of these measures, at least, can be seen. 
Eventually, all taxes would be concentrated on output sales to 
consumers, and the proceeds used to produce competitive prices 
on all sales to firms. The taxes on sales to consumers would ve 
such that the degrees of inflation to them were equal for all 
outputs which they purchase. Since the inflation is now con- 
centrated in the industry making the sales to households, the tax 


rate there will be ~ for the jth industry, where 7 is the common 
j 


degree of inflation achieved and 7; is the ratio of price to marginal 
cost for the jth industry. It is conceivable that 7; should some- 
times be large enough to justify a subsidy even here. 

Two difficulties for even an incipient program aimed at 
equalising degrees of inflation for consumers and reducing the 
average degree of inflation for firms leap immediately to the eye. 
First, the taxes, falling more heavily upon the more competitive 
industries, would probably succeed more handily in raising prices 
than subsidies in reducing them. Hence the average degree of 
inflation to consumers would no doubt increase, which might not 
be favourable to an ideal adjustment of supplies of ultimate 
productive services (a problem which we ignore by assumption). 
Moreover, accompanying the fiscal measures which subsidise 
monopolists will be a shift in income distribution in favor of 
monopolists, in particular, and property owners, in general, 
which may not be desired. Of course, the taxes on consumer 
purchases could be reduced, on the average, indefinitely and 
subsidies met with progressive income taxes, thus removing very 
largely this objection. However, the supplies of productive 
services might then be even worse affected. A measure which 
Kahn suggested of levying a lump-sum tax on the firms in an 

i J. J. Spengler has pointed out that to prevent integration in these circum- 
stances may be to the disadvantage of the consumer. See “‘ Vertical Integra- 
tion and Antitrust Policy,” The Journal of Political Economy, August 1950. 


However, to permit integration still does not reach the ideal solution, since it will 
tend to go too far. 
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industry to pay subsidies on its output was premised on firms of 
equal size and hardly seems realistic. 

One may add that the payments could not be attuned to the 
situation of single firms, or even small groups of them, for fear of 
collusion. Hence divergences of price and marginal cost would 
have to be rather broadly averaged. This would reduce the 
efficacy of the program. Actually even when firms produce 
identical products they may have quite different marginal costs. 
An average might be taken weighting marginal costs by the sizes 
of firms as an approximation to their contributions to an increase 
of output. Finally, such a program ought to be undertaken with 
great caution, because the marginal-factor requirements may 
change quite rapidly, and also because the subsidies would 
accumulate in the same way as degrees of monopoly, and thus 
price changes may not in any case be closely related to the 
immediate subsidies. 


VI 


There are a great many further qualifications which might 
be discussed if more space were available, some of which have 
doubtless already disturbed the percipient reader. There is, for 
example, the fact that few if any “ultimate resources ”’ will be 
available independently of the use of outputs to facilitate their 
supply, so that prices for them too will be distorted. This will 
hold even for the services of labour, but it will be particularly 
significant for the services of capital, and, of course, of natural 
resources. Enough has been said already, however, to deprive 
the Proportionality Thesis and its associated Rule of much of their 
charm. We have found that proportionality, so far as it has 
significance, must refer to the degrees of inflation, not to the 
degrees of monopoly in individual industries. And we have seen 
that even so, proportionality of the degrees of inflation of all 
output prices does not lead to an ideal distribution of resources, 
though an approach to such proportionality probably corresponds 
to an improvement by the definition of improvement in terms of 
the money value of output. It is necessary in addition that 
divergences of marginal costs and prices for intermediate products 
be completely eliminated. 

A final word may be said on four special points, which could 
merit an extended discussion. First, it will make a great difference 
to the divergence between price and marginal cost whether an 
extension in output is provided by existing firms or by a new 
firm, The presumption is that the cost per unit of additional 
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output will be much closer to price when the output is supplied 
by a new firm, though where there are special impediments to 
entry this need not necessarily be the case. Second, in programs 
of partial nature, in addition to all that has been said heretofore, 
there will be the danger that the induced shifts in demand will be 
on the whole perverse even when the object selected for tax or 
subsidy has a price inflated very little or very much respectively. 
Particular relations of complementarity and competitiveness 
would need to be estimated. Third, in all estimates of degrees of 
inflation the excess of the distributive margins over the marginal 
costs of distribution are likely to be important, and may in many 
cases quite obliterate the patterns of inflation as they are found 
at the manufacturer’s gates. Fourth, we have assumed through- 
out that productive services were sold in a perfectly competitive 
market, which is far from the case. Often the monopoly effects 
in these markets will be most important and seriously impair the 
validity of a program drafted on other assumptions. These stric- 
tures, however, only confirm the inadequacy of Proportionality 
arguments. 
LioneL W. McKENZIE 

Duke University. 














PUBLIC AND PRIVATE FINANCING OF 
INDUSTRIAL ENTERPRISE 


THE purpose of this article is to compare the positions of 
public and private enterprise in relation to the cost of raising 
capital, and to consider the significance of the generally accepted 
fact 1 that a public undertaking can finance its operations more 
cheaply than can private industry. After the introduction a 
comparison of the actual “ total capital charges ” of public and 
private undertakings in the pre-nationalised electricity industry 
is made, and the article is concluded by a more general discussion 
of the significance of the different positions of public and private 
enterprise in financing their activities. The term “ total capital 
charges ” is used here to include both interest payments and the 
payment of dividends, or their equivalent. For companies 
“ total capital charges ” includes the interest on loan capital, and 
the dividends paid on all forms of share capital; for public 
authorities it covers loan charges and any transfers of surplus 
*‘ outside” the undertaking in which it arises—e.g., from a 
nationalised industry to the Treasury or from a municipal under- 
taking to the General Rate Fund. 

There are two reasons why a public undertaking might be 
expected to finance its operation more cheaply than private 
enterprise. First, it can guarantee interest payments from public 
funds and, because of the greater degree of security resulting, 
borrow money at a lower rate of interest than most companies. 
Secondly, any profit or surplus need not be distributed to share- 
holders, but can be retained within the undertaking. On the 
other hand, public enterprises must pay fixed interest charges in 
both good and bad years, whereas companies can reduce or suspend 
dividend payments. As is shown in the following investigation of 
electricity undertakings, a straightforward comparison of “ total 
capital charges ”’ in relation to the capital outstanding does not 
“tell the whole story ” about the relative positions of company 
and public undertakings. This is because the capital outstanding 


1 Under the 1926 Electricity Supply Act, for example, local-authority 
electricity undertakings were allowed to transfer surpluses amounting to not 
more than 14% of outstanding loans in aid of rates. This was supposed to be 
equivalent to the advantage of local authorities in raising new capital. 
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does not always vary directly with the actual physical size of the 
enterprise. Some undertakings, both public and private, may 
have been developed by ploughing back profit, or surplus, rather 
than by raising fresh capital. Some public enterprises, 
particularly those owned by local authorities, have repaid a 
considerable proportion of the loans which they have raised. 
Both these factors would mean that the capital outstanding did 
not represent the size of the undertaking, and that to measure 
“total capital charges ” solely in relation to capital would be 
misleading. 

For a practical examination of the “ total capital charges ” 
of public and private enterprise the electricity industry before 
nationalisation has been chosen for the following two reasons. 
First, both public and private ownership existed at the same time 
so that there is no difficulty about comparing different periods 
of time. Secondly, the statistics published by the Electricity 
Commissioners (and latterly by the Ministry of Fuel and Power) 
make a comparison of a large sample of undertakings relatively 
easy. There are certain difficulties in relation to the ownership 
of generating-stations, mentioned below, but these can be elimin- 
ated for a reasonable number of undertakings. Other practical 
difficulties of comparison are probably no greater than they would 
be for any other industry. 

The first basis of comparison is that of “ total capital charges ”’ 
in relation to the amount of capital outstanding. A difficulty 
arises here in that for the municipal undertakings the only figure 
of outstanding capital is that for “Net Debt” which is the 
balance of outstanding loans, minus the balance of any Sinking 
Funds. Since separate figures of the amount of Sinking Funds 
are not available, it is not possible to give exact figures of the 
amount of the loans on which interest is paid. This means that 
some of the figures of capital may be smaller than the amount on 
which interest is paid, and therefore the interest rates shown for 
municipal undertakings may in some cases be higher than the 
true figure. 

The table on page 806 shows a comparison between thirteen 
pairs of company and municipal electricity undertakings of similar 
size (judged by the amount of capital outstanding). 

With each of these pairs of electricity undertakings of similar 
size the municipal undertaking had lower “ total capital charges,” 
the largest difference being 6-2 and the smallest 0-5. The difference 
between the average rate for all the municipal undertakings in the 
sample and that for the companies was 3-21. 
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Electricity Undertakings, 1947-48 1 ¢ 








Local Authorities 

















Rate | 
: : Loan ae Total | Rate of 
Undertaking.’ Capital.° but 
i eee Pp} charges. a divi. charges. 
dend. 
£ £ £ £ % 

Blandford Co. 16,000 _ 1,280 1,280 8-0 
Caernarvon 16,438 596 -— 596 3°6 
Ilfracombe Co. 50,000 -= 3,000 3,000 6-0 
Dartford 48,596 511 78 789 1-6 
Paignton Co. 100,000 _ 4,000 4,000 4-0 
Aberystwyth 100,872 3,404 --- 3,404 3-4 
Central Sussex Co. 260,000 845 13,000 | 13,845 5:3 
Burnley ; 269,352 12,847 — | 12,847 4:8 
Richmond Co. 310,000 — 18,600 | 18,600 6-0 
Brentford 300,092 9,053 --- 9,053 3-0 
Isle of Wight Co. 450,000 — | 34,500 34,500 yb | 
Battersea . : 461,966 18,725 | — 18,725 4-05 
Cambridge Co. 530,000 2,213 35,000 37,213 | 7:0 
Hastings 507,405 13,372 -— 13,372 2-6 
West Kent Co. 1,000,000 -- 72,500 72,500 7°25 
Plymouth 1,039,936 36,876 = 36,876 3°5 
London Electricity 

Supply Co. 1,573,325 1,631 94,399 96,030 6-1 
Coventry . 1,697,368 60,951 — 60,951 3-6 
Electricity Distribution 

of Yorkshire Co. ’ 3,302,573 18,460 | 213,732 | 232,192 7-0 
Portsmouth . ‘ 3,304,386 95,158 == 95,158 2-9 
Derby and Notts Elec- 

tric Power Co. 4,850,000 77,955 | 337,500 | 415,455 8-6 
Preston 4,990,658 | 121,887 — 121,887 2-4 
Lancashire Co. 7,267,495 | 142,036 | 318,784 | 460,820 6-3 
Bristol 7,136,175 | 244,826 a 244,826 3-4 
London Power Co. 14,423,582 | 670,989 3,000 | 673,989 4-7 
Birmingham 13,806,159 | 475.736 — 475,736 3-4 
Average : 

Companies 6- 

3- 





1 Compiled from Ministry of Fuel and Power, Return of Engineering and 
Financial Statistics relating to Authorised undertakings in G.B., 1947-8. 

* Year ending December 31, 1947, for companies, March 31, 1948, for local 
authorities. 

> Municipal undertakings in italics. 

¢ Net Debt for municipal undertakings, total of loan and share capital for 
companies. 
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The following table shows the same relationship between “ total 
capital charges ” and “ capital ” for two random samples of thirty- 
three company and of thirty-three municipal electricity under- 
takings. 


“ Total Capital Charges”’ of Random Samples of Municipal and 
Company Electricity Undertakings, 1947-48 1 





Rate | | | 




















Loan | Fund | ‘Total OL of 
Sample. charges. — capital | Capital. ‘ apit ne 
ion or | charges. acide 
| dividend. —- 
ioe £ oo, oe %, 
33 company under- | 
takings. : 72,821 653,182 726,003 | 11,456,687 6-3 
33 municipal un- 
dertakings - | 329,563 24,673 354,236 | 10,405,589 3-4 





This table supports the evidence of the previous one, showing that 
there was a difference of 2-9 between the average rate per cent of 
“ capital charges ” for the municipal and company undertakings. 

These figures show only the relation of total interest payments 
to outstanding capital, and, as explained above, do not necessarily 
reflect the relationship between the size of the undertaking as 
measured by its sales of energy and “total capital charges.” It 
is therefore useful to make a comparison between the total capital 
charges and the electricity sold by company and municipal 
undertakings. Since electricity undertakings owning generat- 
ing-stations would need to raise more capital, in relation to 
sales of current, than undertakings engaged solely in distribu- 
tion, the following comparison is confined to undertakings which 
did not own generating-stations in 1938-39. The relationship of 
“ total capital charges ” to units sold is not, by itself, a completely 
satisfactory way of measuring the relative cost of borrowing 
capital by municipal and company undertakings. This is because 
the capital cost of the distribution system will not always vary 
directly with the size of sales. Some undertakings will have higher 
sales per consumer, or a more favourable ratio of consumers per 
mile of mains, and consequent lower capital cost in relation to the 
units sold. This makes individual comparisons possibly mislead- 
ing, but in the following comparison between random samples of ten 
companies and ten municipal undertakings there is no reason to 


1 Ministry of Fuel and Power, Return of Engineering and Financial Statistics, 
1947-8. 
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suppose that either the companies or the municipalities are more 
favourably placed as a group. Figures for 1938-39 as well as for 
1947-48 are given for two reasons. First, to provide a check on 
whether either group has increased its sales more proportionately 
than the other—a factor which would tend to give it lower capital 
charges per unit sold, since these costs are likely to increase more 
slowly than sales once the main distribution system is completed. 
Secondly, the year 1947-48, as the last year of independent 
operation before nationalisation, was to some extent abnormal, 
since some undertakings appear to have departed from normal 
practice in keeping prices artificially low, or in paying unusual 
sums in aid of rates in this period. 


Comparison of Sales and ‘‘ Total Capital Charges” of Municipal 
and Company Electricity Undertakings, not being Owners of 
Generating-stations, and having Sales exceeding 30,000,000 
units in 1947—48.1 








Units sold (thousands). Loan charges. 
£ 
1947. 1938. 1947. 1938, 
10 com 1,866,135 1,135,235 148,567 112,916 


10 pan 3 undertakings 831,164 501,461 101,303 147,038 





Rate-aid or dividends. | ‘‘ Total capital charges.” 





£ £ 
1947. 1938. 1947. 1938. 
10 companies . 985,250 1,017,465 1,133,817 1,130,381 
10 municipal undertakings 54,009 35,291 155,312 182,329 











This table shows that both municipal and company undertakings 
were able to expand their sales considerably between 1938 and 
1947 without any corresponding increase in “total capital 
charges.” The percentage increase of sales for the sample of 
company undertakings was 64-4, while “total capital charges ” 
increased by only 0-3%. The municipal undertakings increased 
their sales by 39-7%, while their “‘ total capital charges ”’ decreased 
by 14-8 on the 1938-39 figure. The municipal undertakings paid 
more in aid of rates in 1947-48 than in 1938-39, but reduced the 
loan charges very considerably. The following shows the “ total 
capital charges ” per thousand units sold for the same sample of 
municipal and company undertakings. 


1 Compiled from Electricity Commissioners and Ministry of Fuel and Power 
Returns, 1938/9-1942/3 and 1947/8. 
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“Total Capital Charges” per Thousand Units of Energy Sold for 
Samples of Municipal and Company Electricity Undertakings, 
1938-39 and 1947-48.1 





** Total capital charges ”’ per 
thousand units sold. 





1938-39. 1947-48. 
10 companies. c ‘ . 19s. 10-97d. 12s. 1-82d. 
10 local authorities . ° 7s. 3°26d. 38s. 8-85d. 





Thus the advantage of the municipal undertakings in respect to 
“total capital charges ”’ is greater when this is measured in relation 
to the total units sold than in relation to the total capital raised. 
One of the implications of the power of public authorities to 
borrow capital at a low rate because of the security of public 
funds, is that the theoretical function of the rate of interest as a 
means of allocating new investment according to the expectations 
of the market, disappears. As the risk involved in all forms of 
public investment is made the same artificially, it will no longer be 
reflected by the interest rate. This could result in an over- 
expansion of one particular public enterprise, or of all public 
enterprise, at the expense of private industry, compared with 
what would occur if the ordinary forces of the market were not 
disturbed. In an economy where the main decisions on invest- 
ment are made by a planning authority of some kind, and not left 
to the decision of the market, there seems to be little point in this 
criticism of one aspect of public borrowing. One may, or may not, 
wish to challenge the basic contention that a central planning - 
authority can make investment decisions which will benefit the 
“public interest ’’ more than would those made in a free market. 
But within an economy where, for better or worse, the main 
course of investment is planned, there would seem to be little 
purpose in sighing for “ free ” interest rates in public enterprise. 
The fact that public enterprise can finance its operation more 
cheaply than private industry is not necessarily an advantage. 
The lower interest rate does not reflect any direct superior physical 
efficiency. It may result in a lower price being charged for the 
commodity being produced, but this does not mean that there is 
any real economy in the use of goods and services. The main 
results of lower interest rates paid by public bodies, and of the 
elimination of a divisible profit, will be a distribution of income 
different from that which would result from private ownership. 
There are four groups of people whose incomes might be affected 


1 Compiled from Electricity Commissioners and Ministry of Fuel and Power 
Returns, 1938/9-1942/3 and 1947/8. 
No. 244—vo.. LXxI. 3a 
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where an industry is financed by “ public” methods. These are 
the workers, the consumers, tax-payers (including rate-payers) 
and bond and shareholders. In order to simplify the situation 
two assumptions are made. First, workers are excluded from 
the discussion, since, under present conditions, it is very unlikely 
that their wages would be affected by the lower “total capital 
charges ” attributable to public ownership. In industries which 
have been partly publicly and partly privately owned the same 
wage-rates have generally applied in both sectors. It is quite 
clear to-day that there is little remaining possibility of increasing 
wages at the expense of shareholders. Secondly, it is assumed 
that the class of people who provide the capital for a public 
enterprise are the same as those who would finance a private under- 
taking. For the sake of brevity, these people, whether they owned 
Debenture, Preference or Ordinary shares in a company, or the bonds 
of a loan raised by a public authority, are called here “lenders.” 

These assumptions having been made, the effects of “‘ public ” 
financing can be illustrated from the electricity industry. Where 
there was no transfer to or from the rate fund, the result of lower 
“ capital charges ” in the publicly owned sector of the electricity 
industry would be equivalent to a redistribution of income in 
favour of consumers of electricity and at the expense of ‘‘ lenders.” 
If part of the surplus was transferred to the rate fund, then both 
the rate-payers and (or) the electricity consumers gained, again at 
the expense of the “lenders.”” Where there was a deficit which 
was made up from the rate fund, then the “lenders ” gained at 
the expense of rate-payers, while the position of consumers was 
no different from what it would have been in a company (in which 
the shareholders would have borne the loss by foregoing their 
dividends). 

The result of public financing is, then, that risk-bearing is 
transferred to the tax-payer. If the tax-payer receives no reward 
for this in the form of transfers from surpluses to reduce rates or 
taxes, then he will, at best, gain nothing, and when deficits occur, 
he will lose.1_ The consumer will gain, through lower prices or 
improved services, so long as the tax-payer receives a smaller 
reward for risk-bearing than did the private investor. If it is 
assumed that there is a net financial reward for bearing the 
greater financial risk of private industry (7.e., that the net yield over 
a long period covering both good and bad years is higher for 
owners of shares in private industry than for holders of public 


1 Cf. Lord Brand, ‘‘ Private Enterprise and Socialism,” Economic JouRNAL, 
September 1948, Vol. LVIII. 
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stock), then “lenders ” lose financially, though they may gain in 
peace of mind. The position of “lenders” where an industry 
(as a whole or over a long period) makes a deficit can best be con- 
sidered in the following discussion of the effects of “ public” 
financing on the equality of income distribution. 

The methods of financing public enterprise will not necessarily 
lead to a more equal distribution of income than would those 
adopted by private business. The effect will depend upon how the 
class of “lenders” is made up, who are the consumers of the 
commodity or service produced, whether any losses demanding 
subsidy from public funds are made and where the incidence of 
extra taxation necessary to make a subsidy falls. If it is assumed 
that the group of lenders is made up mainly from the higher 
income groups, that the commodity concerned is widely consumed 
and that extra taxation, whether central or local, will fall on the 
whole community roughly in proportion to income, then the 
following conclusions can be made. Where there is a net surplus, 
then public financing will tend to a more equal distribution of 
income, as consumers pay less while “lenders ” receive less, and 
the level of taxation is not affected. (If there is a transfer to 
public funds the effect on distribution will depend on which 
taxes are reduced.) In the electricity industry in the years 
investigated there were few drawings on Rate Funds. (During the 
whole period 1938/9-1942/3 and 1947/8, eighteen municipal elec- 
tricity undertakings required subsidies on thirty-three occasions. 
The number of undertakings existing in England and Wales at the 
beginning of the period was 335.) It may therefore be concluded 
that the lower income groups gained where public ownership 
meant lower “ total capital charges” in this industry. Where 
there is a deficit for an industry, taken as a whole, and that deficit 
must be met from public funds, then, on the above assumptions, the 
distribution of income is made more uneven, since the incomes of 
“lenders” are maintained at the expense of tax-payers. Thus 
any state-subsidised losses in the railway industry would involve 
a distribution of income more favourabie to the upper income 
groups than that which would have resulted if the same losses 
had been made under private ownership. 

In conclusion, it may be stated that public ownership resulting 
in lower “‘ total capital charges ”’ is likely to benefit consumers, but, 
wherever there is a deficit, this will be at the expense of transferring 
income from tax-payers to the class of “lenders” of capital. 

C. H. SHarp 
Birmingham. 








THE TAXONOMIC APPROACH TO ECONOMIC POLICY 


Proressor MEADE’s new book on The Balance of Payments? 
is the first in a projected series on the theory of economic policy, 
the initial two volumes of which, entitled The Theory of Inter- 
national Economic Policy, are being issued under the auspices of 
the Royal Institute of International Affairs. The present 
volume is both a theoretical study of the international economic 
problems of simultaneously maintaining domestic full employ- 
ment and balance-of-payments equilibrium, and a work of 
academic proselytism for the kind of national and international 
liberal economic order of which Professor Meade approves. On 
its theoretical side the book is taxonomic in the extreme: that 
is, the argument proceeds by an enumeration of alternative cases 
which, in principle at least, exhaust all the possibilities allowed 
by the rather simple models with which the book is mainly con- 
cerned. However, since the logical sequence by which the 
theoretical analysis leads to the endorsement of the methods of 
general price adjustment in preference to direct controls depends 
at various points on personal opinions, on a priori arguments 
of a kind which could as easily be used in support of contrary 
conclusions, or on the assumption that Professor Meade’s ideal 
world is actually in existence, the ideological element must be 
accounted an essential part of the study. 

Nevertheless, this review will not concern itself with ideological 
issues, except indirectly or in cases in which Professor Meade’s 
analysis seems in danger of being affected. The central pur- 
pose of the book, and its main claim to originality, lies in the 
application of economic theory specifically to problems of economic 
policy ; and the most important general issue which it raises is not 
an ideological one, but the question of the role of abstract economic 
theory in the formation and execution of economic policy. Dis- 
cussion of this issue will be deferred until after the book has been 

1 J. E. Meade, The Theory of International Economic Policy. Volume One. 
The Balance of Payments (Oxford University Press, 1951), pp. xvi + 423. 30s. 


The Theory of International Economic Policy. Volume One. The Balance of 
Pay ts. Mathematical Supplement (Oxford University Press, 1951), pp. v + 





156. 16s. The former will be referred to as “‘ the book ” and the latter as “‘ the 
supplement.” The supplement is reviewed in the Appendix to this article, 
but the major results are used in the text. Page references in the article refer to 
the book, and in the Appendix to the supplement, unless otherwise stated. 
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examined on its technical merits as a theoretical analysis. First, 
however, there are a number of points about Professor Meade’s 
method of presenting his argument which call for comment. 

The most important of these is that, although the book is in 
large part a translation of mathematical analysis into English 
(p. x), Professor Meade has chosen to publish his mathematics 
separately from, and (as it has turned out) an appreciable period 
after, his literary version. This decision is to be regretted for at 
least four reasons. First, even though Professor Meade takes his 
readers through the steps of the argument in a commendably 
careful fashion, the argument is forced to depend at its more 
difficult stages on assertions supported only by faith in the author’s 
mathematical ability ; even with the best intentions, this gives the 
book a quality of revelation undesirable in a work of pure theory. 
Second, Professor Meade’s foreign-trade-multiplier model is set 
up on a basis completely different from that employed by any 
previous writer on the subject, and accordingly produces results 
superficially at least at variance with established conclusions ; 
without close study of the mathematical model these differences 
cannot be readily appreciated. Third, the mathematical analysis 
is founded on two arbitrary and very peculiar assumptions, with- 
out which almost all of the theoretical conclusions would require 
substantial modification. Neither the nature nor the significance of 
these assumptions is mentioned at any point inthe book. Fourth, 
while Professor Meade throughout the book uses the term “ elas- 
ticity of demand ”’ in the accepted sense, his mathematical model 
employs, and his results refer to, an “elasticity of demand ” 
defined in a quite novel way. 

Another feature of the presentation which prompts some 
comment is that the work of other theorists is acknowledged only 
in the Preface, and only in the most general terms. Since there 
is a large existing body of literature on foreign-trade multipliers, 
with which most economists are to some extent familiar, and since 
Professor Meade re-works much of it with his own (different) 
technique, it would have been helpful to the more literate reader 
if the author had included somewhere a short statement of the 
relation of his own work to that of his predecessors. As it is, it 
is far from easy to evaluate Professor Meade’s contribution to the 
theory of the subject, or relate his work to existing knowledge. 

Two rather less important aspects of presentation also call for 
comment. While Professor Meade confines himself, for reasons 
with which most readers will sympathise, to comparative static 
analysis, he sometimes presents his results as if he were tracing 
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a sequence of events over time, thereby implying an (unspecified) 
dynamic theory. Also, he is not always as helpful as he might be 
in guiding the reader through the intricacies of his analysis; for 
example, the reader is often not informed until the end of a stretch 
of the argument that it deals only with impact effects. On the 
whole, however, the exposition is admirably lucid. 

Professor Meade begins by defining what he means by “the 
balance of payments ” and “‘ balance-of-payments disequilibrium.” 
He first draws a distinction between ‘‘ autonomous ”’ and “ accom- 
modating ’’ payments; the latter are payments (such as gold 
transfers) made solely for the purpose of covering a deficit on the 
other items in the balance of payments, and their total, which is 
equal to the deficit on autonomous payments, he terms the 
“actual” deficit in the balance of payments. But, he argues, 
“the existence of an actual net balance of accommodating finance 
would be much too narrow a criterion of a disequilibrium in the 
balance of payments ”’ (p. 13). Instead, he defines a “‘ potential ” 
balance-of-payments deficit as ‘the amount of accommodating 
finance which it would have been necessary to provide in any 
period in order to avoid any depreciation in the exchange rate 
without the employment of exchange controls, import restrictions, 
or other governmental measures specially devised to restrict the 
demand for foreign currencies” (p. 15). It is this potential 
deficit (or surplus), with the added stipulation that it be ‘ con- 
tinuing”’ and not temporary, which he means by a country’s 
deficit (or surplus) on its balance of payments, and which is “ the 
most basic measure of balance-of-payments disequilibrium ”’ (p. 16). 

To this definition there are three major objections. The first 
is that all such definitions of balance-of-payments disequilibrium 
in terms of “ potential” deficits or surpluses are by nature 
ideological, in the sense that they measure disequilibrium by 
reference to some abstract situation which, explicitly or by im- 
plication, is presented as an ideal. In Professor Meade’s case, 
the ‘‘ideal”’ is the absence of all controls and restrictions on 
trade. To put the matter another way, all such definitions 
involve inserting, explicitly or implicitly, one’s own set of welfare 
criteria into the accepted concept of equilibrium. In the reviewer's 
opinion, balance-of-payments equilibrium should be defined in 
terms of the “ actual” balance, and the welfare criteria applied 
explicity to the means by which this balance is or may be achieved. 


1 Significantly, Professor Meade’s rejection of the ‘‘actual”’’ balance as a 
criterion of disequilibrium (pp. 13-15) relies entirely on the use of the emotive 
word “‘ unnatural,’’ whose meaning is nowhere explained, 
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A second objection is that such definitions enormously com- 
plicate the problem of actually measuring the extent of disequilib- 


“ce 


rium. It is extremely difficult in practice to divide “ actual ” 
international payments into autonomous and accommodating 
payments; the task of measuring “ potential” autonomous 
payments would be almost impossible. 

The third objection is that the definition by its very nature 
almost excludes further analysis. It is so constructed that only 
a price-level or exchange-rate adjustment can eliminate balance- 
of-payments disequilibrium—any other method of eliminating 
an “actual” disequilibrium would itself create a ‘‘ potential” 
disequilibrium. In short, if the definition is taken seriously 
there is no need to consider anything but the choice between 
price-level and exchange-rate adjustment, on the assumption 
of a full-employment policy, and most of the remainder 
of the book becomes supererogatory. In practice, however, 
Professor Meade abandons this definition in favour of an 
“ actual ”’ one. 

In the remaining chapters of Part I Professor Meade deals 
very neatly and deftly with the problem of securing an inter- 
nationally consistent set of balance-of-payments definitions, and 
with the definition of the central elements in the national income 
accounts. In each case he is careful to frame his definitions or 
to make simplifying assumptions in such a way as to identify the 
accounting entities with his theoretical variables. 

Since the argument of the next four Parts of the book is all 
derived from the same basic model, we may conveniently examine 
the model before turning to the development of the argument. 
To begin with, we may contrast Professor Meade’s approach with 
that of the existing literature on foreign-trade multipliers. 
Whereas previous writers have defined the marginal propensity 
to import with reference to income, and have dealt with the effects 
of autonomous changes in spending on domestically produced 
goods, Professor Meade defines the marginal propensity to import 
with reference to domestic expenditure, and deals (inter alia) 
with the effects of autonomous changes in domestic expenditure 
(i.e., expenditure on both home- and foreign-produced goods). 
This difference produces some superficial conflicts with accepted 


1 This procedure might lead to difficulties in one instance, i.e., the definition of 
imports and exports as net of their respective export- and import-contents, 
which might give rise to accounting problems, particularly in the multilateral 
application which Professor Meade wishes to give it. The reviewer is grateful to 
Mr. J. R. N. Stone for raising this point. 
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conclusions on certain standard problems.!_ There are arguments 
for both approaches: each is peculiarly appropriate to some 
particular types of autonomous change, and while Professor 
Meade’s approach may correspond more closely to the logic of the 
choice between saving, consuming home goods and consuming 
imports, it involves a clumsier and more complicated analysis of 
the determination of the national income. (This last point is well 
illustrated by the ‘‘ Examples of International-Trade Multipliers,” 
which conclude Part III.) Professor Meade also differs from his 
predecessors in including in his “‘ home Jeakage ” the dole effect, 
direct and indirect taxes and induced investment as well as 
saving; and he improves on them by assuming a marginal 
propensity to lend abroad which enables him to deal explicitly 
with the balance of payments as well as the balance of trade. 

The most important feature of Professor Meade’s approach, 
however, is that, within its two-country and for the most part 
two-commodity confines, this model is both comprehensive and 
extremely flexible. It includes all the relevant variables, allows 
for the influence of both price and income variations, and is 
capable of analysing the effects of all the important types of 
spontaneous changes. Even though most of Professor Meade’s 
analytical results have been obtained by other writers employing 
particular models of which his is the general case, the conception of 
this model must be regarded as a notable act of creative synthesis. 

Unfortunately, the execution at some important points falls 
short of the conception. In developing his mathematical model, 
Professor Meade has introduced two arbitrary and unjustifiable 
assumptions, on which both the validity and the simplicity of most 
of his results depend. The first assumption is that total domestic 
expenditure in a country is affected by the price of its export 
goods but not by the price of its imports (or of its “‘ home-trade ” 
goods, where these are dealt with). The second assumption 
is that the value of gross foreign lending by a country is affected 
by the price of its export goods, but not by the price of 


1 For example, Professor Meade concludes (p. 64) that if domestic goods are 
inferior a spontaneous increase in domestic expenditure may lead to a reduction 
in national income and (pp. 88-92) that even with positive marginal leakages in 
both countries a reparations payment may be transferred by an equivalent 
reduction of income in the transferor and increase in the transferee, provided 
that the sum of the marginal propensities to import is sufficiently greater than 
unity. Such conclusions are easily reconciled with accepted doctrine by 
dividing the autonomous change in the standard analysis between home goods and 
imports in the ratio of the marginal propensity to consume home goods to the 
marginal propensity to import, in which case Professor Meade’s conclusions 
readily follow. 























1951] THE TAXONOMIC APPROACH TO ECONOMIC POLICY 817 





its imports (or “ home-trade ” goods). These two assumptions 
can be put in another way: they amount to assuming that, 
if income measured in terms of exports is given (and all other 
influences except import prices are held constant) both domestic 
expenditure and foreign lending, also measured in terms of 
exports, will be given regardless of changes in the terms of trade. 

These assumptions, which Professor Meade introduces “ for 
purposes of simplification ” (Supplement, p. 17) are arbitrary and 
quite unwarranted. There is no economic reason for assuming 
that the influence of import prices on domestic expenditure and 
foreign lending is nil. We can, in fact, on generally accepted 
assumptions, determine the nature and direction of the influence. 
The proportion of real income saved may be assumed to decrease 
as real income decreases. Since a rise in import prices means a 
reduction in the real income corresponding to any given money 
income, it will lead to an increase in the proportion, and therefore 
in the absolute level, of expenditure on consumption from that 
money income. Since the value of investment is also likely to 
rise, or at least not to fall, as import prices rise, it seems reasonable 
to conclude that the value of domestic expenditure will vary 
directly with import prices. From the assumption that the pro- 
portion of income saved falls as the terms of trade deteriorate it 
may also be inferred that the value of foreign lending will vary 
inversely with import prices. 

The effects on Professor Meade’s model and results of re- 
jecting these two assumptions are far-reaching. They are dealt 
with at greater length in the mathematical appendix to this 
review. Briefly, of the six equations of Professor Meade’s basic 
model, four should contain terms which Professor Meade has 
arbitrarily assumed to be zero. His conclusion will therefore 
continue to hold only when these terms vanish in the course of the 
mathematical manipulations. No general answer can be given as 
to when this will occur. It can, however, be shown? that Pro- 
fessor Meade’s conclusions about the effects of various autonomous 


1 This argument is derived from that of Svend Laursen and Lloyd A. Metzler 
(“ Flexible Exchange Rates and the Theory of Employment,” Review of Economics 
and Statistics, Vol. XXXII, No. 4 (November 1950), pp. 281-99). A similar 
argument is to be found in Inflationary and Deflationary Tendencies, 1946-1948 
(United Nations, 1949), pp. 5-14. 

The reviewer wishes to acknowledge at this point that it was the masterly 
article by Mr. Arnold C. Harberger (‘‘ Currency Depreciation, Income, and The 
Balance of Trade,” The Journal of Political Economy, Vol. LVIII, No. 1 (Feb- 
ruary 1950), pp. 47-60) which led him to question the theoretical foundations of 
Professor Meade’s mathematical results. 

2 See the Appendix below. 
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changes on the balance of trade will be correct only when he 
assumes that employment is stabilised in both countries, that 
they are on the gold standard, and that no changes in export or 
import duties occur, and that his conclusions about the effects on 
the balance of payments will be valid only when he assumes in 
addition that money wages in both countries, the exchange rate 
and productivity do not change. 

To put the matter another way, the question whether the sum 
of the elasticities of international demand is greater or less than 
unity } plays a central role in Professor Meade’s analysis, and is 
his chief empirical discriminant in the decision as to what cases 
to analyse. Except on his two arbitrary assumptions or in the 
cases mentioned in the previous paragraph, this question is 
irrelevant ; the correct discriminant is not only more complicated, 
but is different in different cases.2 As a result, the simplicity of 
Professor Meade’s criterion vanishes, and the empirical problem 
of applying theory to economic policy becomes that much more 
difficult. 

Even if Professor Meade’s two assumptions were acceptable, 
his description of his results would be misleading. While in 
the book, and even at some points in the supplement (for example, 
p. 50) he uses the term “ elasticity of demand ” in its normal 
sense as a measure of the responsiveness of quantity demanded 
to price on the assumption of a given money income, in his 
model he defines it in an unorthodox way as the responsive- 
ness of quantity demanded to price on the assumption of a constant 
total of domestic expenditure. Consequently, whenever he uses 
the term “ elasticity of demand ”’ in stating a theoretical conclu- 
sion, it is this definition and not the conventional one which he 
must mean. Moreover, except on his two dubious assumptions, 
the elasticities of demand for imports so defined will be greater than 
the elasticities as normally understood. 

We may now return to the detailed analysis of the book. 


1 Professor Meade recognises the Hirschmann correction to this formula, 
although he confines it to footnotes and generally avoids it by assuming that 
trade is initially balanced. 

2 For example, if either country or each follows a “ neutral ” policy, deprecia- 
tion may worsen the trade balance of the depreciating country even though the 
sum of the elasticities is greater than unity; the condition for the trade balance to 
improve is different in each case. Only if both countries stabilise employment 
(by other means than changes in trade taxes or controls) will the direction of 
change of the trade balance depend on whether the elasticities of international 
demand sum to greater or less than unity. This statement assumes that trade is 
initially balanced and that the signs of the terms neglected by Professor Meade 
are as specified above; it also employs Professor Meade’s new definition of 
‘‘ elasticity of demand,” to be discussed in the next paragraph. 
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Professor Meade begins by distinguishing between spontaneous, 
policy, and induced changes in economic variables, and listing 
the four types of spontaneous changes whose effects he intends to 
analyse, and into which changes in the real world can be resolved 
He then sets out as a reference case “the neutral economy ’—a two- 
country economy characterised by constant rates of taxation 1 and 
real governmental demand, constant interest rates, constant 
money wage rates, constant exchange rate, constant commercial 
policy (effectively, free trade) and the production (effectively) 
of only one good in each country. The ensuing analysis follows 
the familiar procedure of first analysing the reference case and 
then relaxing the assumptions—with the important difference 
that the standard case contains all the analytical complications, 
and the assumptions are relaxed in order to permit the substitu- 
tion of policy variables for the dependent variables of the reference 
case, rather than the introduction of additional variables. (The 
exposition of the “neutral economy ”’ itself, however, follows 
traditional lines.) 

The analysis of the “ neutral economy ”’ (Part II) is chiefly 
notable for Professor Meade’s attempt to establish two empirical 
assumptions which later enable him to exclude a large number of 
possibilities from detailed analysis. The first is that the sum of 
the marginal propensities to import of the two countries will 
“normally ” be less than unity. This is the condition on which 
the impact effect of an equal increase in expenditure in one country 
and decrease in the other (which may occur in a number of cases) 
will be an increase in the national income of the first and a decrease 
in the national income of the second. The assumption is important 
both because it permits the exclusion of a number of complicated 
cases from consideration and because certain of Professor Meade’s 
practical conclusions depend on it. Some comments will be made 
later about the general aspects of Professor Meade’s method of 
establishing empirical assumptions; here it will only be noted 
that, despite its analytical importance,” this assumption is estab- 
lished (pp. 67-8) only cursorily in the midst of another argument, 
and that to establish it Professor Meade departs from the per- 
fectly competitive assumptions of his model. 


‘ 


1 The reviewer suspects that there may be more difficulty than Professor 
Meade implies in defining “‘ constant tax rates” so as to keep the marginal 
domestic leakage constant in the face of changes in relative prices. 

2 In a model of the usual “‘ income ” type, of course, the sum of the marginal 
propensities to import does not have this analytical significance, unless it is 
assuraed, with Professor Meade, that autonomous changes fali on both home goods 
and imports. 
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The second empirical assumption which Professor Meade 
attempts to establish is that ‘‘ normally ” the sum of the elasti- 
cities of international demand will be greater than unity. This 
assumption, also established (pp. 74-8) in the course of a different 
argument, is of far greater importance than the other. On it (in 
Professor Meade’s model) depends the question whether a relative 
reduction in a country’s price level will improve its balance of 
trade; and on this question hangs the choice between price-level 
adjustment and direct controls as means of securing balance-of- 
payments equilibrium. The argument by which Professor Meade 
supports the assumption is therefore worth examining in some 
detail. 

He begins by recognising, as he must, that no a priori answer 
can be given to a question of this kind. “ But,” he asserts 
(p. 75), “there are certain general considerations which suggest 
that we can take it as the more normal case that if the world is 
divided into two parts, A and B, the average price elasticity of 
demand in the one part of the world for the products of the rest of 
the world is likely to be greater than one half.” These are: 
first, that the elasticity of demand contains an “ income effect,” 
which Professor Meade has previously (pp. 63-4) assumed to be 
“normally ” positive ; second, that substitution between A’s and 
B’s products can take place in production or in consumption, and 
in A or in B; third, that substitutability is greater, the longer the 
time allowed ; fourth, that it will be ‘‘ much greater in the absence 
of artificial barriers to international trade” (p. 77); and fifth, 
that if A is much smaller than B, the elasticity of B’s demand for 
A’s products is likely to be large, owing to the second consideration 
above. 

Now the mere listing of a number of effects carries no pre- 
sumption whatsoever as to their quantitative magnitude: 
specifically, no list of “ considerations ” can establish that the 
average elasticity of international demand is greater than one- 
half, or any other fraction. On the other hand, it provides 
dangerous opportunities for bias: anyone who would prefer to 
arrive at a contrary conclusion would need merely to maintain 
that in his opinion the effects are likely to be smaller than Pro- 
fessor Meade suggests, and that one cannot assume away barriers 
to trade, however “ artificial.” The assumption that the elas- 
ticities normally sum to more than unity must therefore be 
regarded as unsubstantiated, and the conclusions which Pro- 
fessor Meade later draws from it as to the relative merits of 
price-level adjustments and direct controls must be treated as 
personal opinions. The assumption may correspond to the facts 
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in many or all cases; but it cannot be established by “ gener.} 
considerations.” 

In Part III Professor Meade relaxes the first two assumptions 
of the “ neutral economy ” in order to allow for fiscal and mone- 
tary policy; the most important distinction between them for 
his purposes is their differing effect on foreign lending. He also 
distinguishes between the policy objectives of ‘‘ internal balance ”’ 
(a loosely defined full-employment without inflation) and 
“external balance ”’ (balance-of-payments equilibrium). These 
distinctions yield twenty-five possible policy combinations for 
analysis, but after a few examples Professor Meade passes on to 
the more interesting question of conflicts between policy objectives. 
This analysis is neatly summarised in Table X (p. 117), which 
tabulates the financial policies which each country should pursue 
in the interests of its own internal balance, external balance or the 
other’s internal balance, in the four cases which arise when the 
national income in each country may be either too high or too low 
(and on the assumption of the two “‘ normal conditions”). In no 
case do the three objectives indicate a single policy (inflation or 
deflation) for both countries; in two cases a single policy! is 
indicated for one country; in one case there is a superficial con- 
flict for each country due to the requirement of internal balance in 
the other; while in the last case (the surplus country’s income too 
high and the deficit country’s too low) the conflict is intractable. 

Part IV relaxes the third and fourth assumptions of the 
neutral economy in order to allow for price adjustments through 
policy changes in money wages or exchange rates. The first 
chapter is the most important, because it establishes the conclusion 
summarised in Table XII (p. 156) that, on the two “ normal ” 
conditions there is always some combination of financial and price- 
adjustment policies which will cure any type of international 
disequilibrium. This result could be established with a great deal 
less trouble merely by starting from the two assumptions that 
inflation by a country will increase its income, worsen its balance 
of payments and increase income abroad, and that depreciation 
by a country will increase its income, improve its balance of 
payments and reduce income abroad. These are all that Pro- 
fessor Meade’s two “ normal” conditions amount to, or would 
amount to if the second one were correctly stated in all cases. 

Professor Meade then shows that whether a country’s authori- 
ties use financial policy for internal balance and price-adjustment 
for external balance (Principle I) or financial policy for external 


1 Professor Meade calls this, rather emotively, ‘an unequivocally clear 
duty.” 
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balance and price-adjustment for internal balance (Principle IT) 
the outcome will conform to what he calls the “sensible set of 
rules’ of Table XII. The two principles allow sixteen policy 
combinations, but Professor Meade takes only two of them for 
detailed analysis. These are Principle I with exchange-rate 
adjustments for external balance, and Principle II with wage-rate 
adjustments for internal balance—in effect, an idealised flexible- 
exchange-rate system and an idealised gold-standard system. 

The operation of these two-principles in a single country is then 
illustrated : the most important conclusions are that the terms of 
trade turn against a country which depreciates while maintaining 
internal balance—a conclusion which is valid in a two-good model 
—and that if both countries use financial policy for external 
balance the distribution of the adjustment is indeterminate in the 
absence of an international monetary system. This leads to a 
discussion of the rules necessary for such a system, in the course 
of which Professor Meade makes out a strong case for the 100% 
Reserve Plan. 

Chapter XV compares the mechanisms of adjustment under the 
two systems, on the assumption that both countries aim at both 
internal and external balance. The exposition here is not all it 
might be, since Professor Meade sets out what appear to be dynamic 
sequences, and occasionally argues on the implicit and unwarranted 
assumption that certain changes in the two countries are of equal 
magnitude. Implicit dynamics also play an important part in 
the next chapter, on the conditions necessary for effective price 
adjustments, in which Professor Meade is chiefly concerned with 
“conditions which minimise the amount of price adjustments 
which will be required per unit of time in order to cope with any 
given disequilibrium ”’ (p. 203). 

There follows an interesting chapter on the role of speculation, 
in which it is concluded that, from the standpoint of the social 
advantages speculation can secure, a free exchange market with 
a good forward market and an international exchange equalisation 
account is preferable to either the present “‘ adjustable-peg ”’ 
system, which offers the speculator unlimited profit in return for 
no useful function, or the gold standard, which allows little scope 
for speculation. This chapter, however, is somewhat marred by 
the too easy assumption that the authorities will be able to predict 
future rates better than the market. Part IV concludes with an 
analysis of the effect of depreciation in a four-good model, leading 


1 For example, the argument on p. 193 requires not only that the marginal 
propensities to import sum to unity, but that the changes in domestic expenditure 
induced by a rise in interest rates in A and fall in B should be of equal size. 
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to the orthodox conclusion that the terms of trade may turn 
either for or against the depreciating country, and a comparison 
of inter-regional and international adjustments which rather 
exaggerates the degree of interregional mobility of goods and 
factors. 

Part V, on direct controls, begins with a discussion of the 
various types of financial and commercial controls. This is 
mainly concerned with administrative problems, on which Pro- 
fessor Meade is extremely good, but it also contains an interesting 
analysis of the way in which different methods of quantitative 
restriction of imports influence the division between residents and 
foreigners of the margin between demand and supply price 
created by restriction, and a scheme for appropriating this margin 
to the authorities by auctioning import licences. The adminis- 
trative feasibility of such a scheme deserves more investigation 
than Professor Meade gives it. 

The remainder of Part V analyses the advantages and dis- 
advantages of controls as means of adjusting balance-of-payments 
disequilibria, on the assumption that both countries maintain 
internal balance. Chapter XXII deals with the control of capital 
movements. Professor Meade prefers counter-speculation by 
the authorities to exchange controls as a means of dealing with hot- 
money movements, although he recognises that the latter method 
is difficult to avoid under an “ adjustable peg ” system: again 
he assumes rather too readily (p. 296) that the authorities can 
out-guess the market. In the case of longer-term capital outflows 
prompted by higher interest rates abroad, he admits the terms-of- 
trade argument for controls while advancing various arguments 
against it, and also points out that controls may be in the world 
interest if nominal yields do not correspond to “real produc- 
tivity.” The remainder of the chapter argues the possibility of 
devising a system of exchange control over capital movements 
which would not affect current transactions, and sets out a five- 
point plan for reconciling such a system with free spot and forward 
exchange markets. 

Chapter X XIII analyses in great detail the effects of changes in 
general and particular export and import duties and subsidies 
imposed by the deficit or the surplus country; such changes 
are assumed, possibly with insufficient justification, to represent 
all other methods of direct control. In each case the direct 
method is compared with general price adjustment in three 
respects: technical efficacy in restoring balance-of-payments 
equilibrium; effect on the terms of trade, and therefore on the 
international distribution of ‘‘ world real income ”’; and effect in 
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changing the world economic structure away from or towards the 
“ free trade position,’ assumed to correspond roughly to that which 
maximises “ world realincome.” The general result of the chapter 
is to reveal a number of cases in which direct controls are superior 
to price adjustment in one or more respects. 

Chapter XXIV, which concludes Part V, considers the choice 
between direct controls and price adjustments, incidentally 
revealing Professor Meade most deeply enmeshed in ideological 
arguments. The choice, he argues, involves the three aspects com- 
pared in the preceding chapter. With respect to technical 
efficiency in influencing the balance of payments, he emphasises 
that the crucial question is the size of the elasticities of inter- 
national demand ; ? as before, he recognises that this is a question 
of fact, but nevertheless states that ‘‘ the presumption is that they 
will be reasonably large on two conditions . . . that there should 
not be a host of barriers to international trade ”’ (p. 323), and 
that time should be allowed for adjustments, which requires the 
avoidance of catastrophic changes in markets such as result from 
wars or major slumps. From this he concludes that “ price 
adjustment will probably provide a perfectly adequate technical 
instrument for the maintenance of external balance ”’ (p. 325). 

On the other two aspects, the maximisation and distribution of 
world real income, Professor Meade adopts the Hicksian version 
of welfare economics and assumes what he proposes to prove in 
Volume II, that world real income is maximised under a modified 
form of free trade. This permits him to come to the dogmatic 
conclusion that ‘“‘the price adjustment mechanism of variable 
exchange rates or of flexible wage rates must be used to adjust the 
balance of payments, so that the balance of payments is put into 
equilibrium without any movement away from the modified free 
trade position. Any desirable alteration in the resulting distribu- 
tion of world income must then be brought about by means of a 
direct subsidization by [sic] the authorities (and so indirectly the 
residents) in the poorer country by the authorities (and soindirectly 


1 The analysis is obscure at various points (pp. 311-12, 313, 320, 321). Pro- 
fessor Meade does not make it sufficiently clear that a change in export duties or 
subsidies accompanied by an equal (tax-induced) change in domestic expenditure 
involves a switch of demand between home and foreign goods; nor that internal 
balance requires that taxes must change by more than the duties or subsidies, both 
for this reason and because tax changes (he uses income taxes as an example) 
may lead to changes in saving. 

* Professor Meade might have clarified the argument by recognising that price 
adjustment will be superior to any single form of general (i.e., non-discriminatory 
as between different goods) control so long as both elasticities are greater than 
unity, but inferior to particular controls (any which discriminate between goods) 
except in one very special case—on the argument of the previous chapter. 
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the residents) in the richer country ”’ (p. 329). Professor Meade 
recognises that this requires international agreement on the 
international distribution of income, but comments, “‘ however 
Utopian . . . this order of ideas may at the moment seem, the 
advantages of development on these lines to all concerned should 
not be under-estimated ” (p. 330); nor, it may be added, should 
its practical difficulties. 

In Part VI Professor Meade abandons his two-country assump- 
tion (and his mathematical model) in order to deal with ‘“‘ The 
Network of World Payments’’; for simplicity he assumes a 
world of five countries, of which initially two are in deficit, two 
in surplus and one in balance, and proceeds by an ingenious 
adaptation of the Frisch international trade matrix to discuss the 
various ways in which each country can be restored to external 
balance, on the assumption that each maintains internal balance. 
The Frisch matrix, despite Professor Meade’s ingenuity, is not 
really an analytically satisfactory technique, since the argument 
is forced to proceed by means of hypothetical numerical examples 
or sign tables in which the interdependence of various quantities 
is represented only by implication; in his analysis of income 
effects at any rate Professor Meade might have been better 
advised to try to adapt the Goodwin matrix multiplier. 

Professor Meade begins his analysis by making the peculiar 
but convenient assumption that the countries inflate or deflate 
to the extent that would be required to offset the changes in their 
trade balances that will have occurred when all-round external 
balance is restored. After showing that the marginal propen- 
sities to import will in general have to exceed one-half on the 
average for the resulting multilateral income effects to restore 
external balance, he takes the residual deficits and surpluses as 
what are to be removed by price adjustments or direct controls. 
His analysis of the former shows very neatly that, even if the 
substitutability of the deficit and surplus countries’ goods in their 
own markets is small, there may be sufficient substitutability 
between them in the market of the balanced country to allow 
price adjustments to restore multilateral balance. 

The use of direct controls in a many-country world introduces 
the new possibility of international discrimination. After a 
penetrating discussion of the meaning of discrimination and of the 
ways in which the various types of control previously discussed 
can be used to effect it, an initially strong case is made out for 
discriminatory as against non-discriminatory controls, on the 
familiar ground that thereby the reduction in world trade necessary 


to restore international equilibrium can be minimised. This 
No. 244.—vo.. LXI. 3H 
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argument is subsequently qualified by a demonstration that the 
result may require supra-national agreement as to which country 
is to discriminate against which, and the further consideration 
that such an agreement will necessarily involve judgment on 
the relative essentiality of the trade between different pairs of 
countries, and on the extent to which discrimination discourages 
exports to the surplus countries by providing the deficit countries 
with attractive alternative markets. An appeal to the welfare 
criteria to be developed in Volume II makes the choice between 
discriminatory and non-discriminatory controls even more un- 
certain, and the book ends with an affirmation of the author’s 
faith in the superiority of price-adjustment methods over any 
form of controls, and a brief summary of the conditions required 
for those methods to work. 

In summary, Professor Meade has set himself an ambitious 
problem, and has boldly attempted to deal with all of its analytical 
complications. Unfortunately the simple answer with which he 
emerges, that price-adjustment methods will always work to 
restore balance-of-payments equilibrium if the sum of the two 
elasticities of international demand is greater than unity, is 
incorrect in most of the cases with which he deals—except on the 
acceptance of two peculiar assumptions about community be- 
haviour, which are tucked away in the supplement out of reach 
of most readers of the book. In consequence, policy-makers 
relying on Professor Meade’s guidance and provided with the 
information that the sum of the elasticities is greater than 
unity might well be misled into depreciating the currency when 
they should appreciate or use controls (as might be the case if the 
outside world did not maintain full employment). Worse still, 
they might be misled into believing that Professor Meade has 
given a theoretical proof that the elasticities will sum to more than 
unity, and that the normal operation of price adjustment methods 
will be superior to controls, when all he has done is to state a 
personal opinion to that effect. 

Nevertheless, Professor Meade has made an impressive attempt 
to develop a theory of international economic policy. The 
reviewer does not, however, believe that much assistance could 
be rendered to practical economic policy by further development 
along the lines he has laid down. This opinion is based on two 
general considerations. 

The first of these is the nature of economic theory itself, 
which, as Professor Meade and most other economists use it, is 
essentially taxonomic, a method of classifying the universe of 
possible cases. It is possible, by pure theory, to specify the direc- 
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; tion or sign of the influence of one variable on another in a limited 
number of cases; but the problems in which most theorists are 
interested require the specification of the direction of the net 
outcome of influences operating in opposite directions, and this in 
turn requires a specification of the magnitudes as well as the signs 
of the influences. For such problems, all that theory can do is to 
specify some (measurable) quantity on which the outcome will 
depend. 

To determine the outcome in any particular case, however, it is 
necessary to measure the quantity. Such measurement need not 
involve a statistical process—it may, for example, be sufficient to 
be thoroughly familiar with a certain set of economic institutions 
or the demand and supply characteristics of a particular good. In 
any event, however, it requires a detailed specification of the 
environment to which theory is to be applied; and this cannot be 
supplied by the theory itself. 

Once this is admitted, it follows immediately that the role of 
economic theory in the solution of practical problems is extremely 
limited: the important (and more difficult) part of the task 
becomes the problem of measurement, however it is performed. 
Furthermore, beyond a certain point economic theory nay easily 
become a handicap rather than a help; this is because the taxo- 
nomic approach is subject to two distinct forms of bias. The 
first is that, in order to keep the number of possible classifications 
within manageable bounds, and their distinguishing characteristics 
readily understandable, the theorist is strongly tempted to simplify 
his problems to the point at which his results cannot be applied at 
all easily to practical problems. Thus Professor Meade conducts 
most of his analysis in terms of a world of two countries, each of 
which produces only one good }—an assumption which, so far as 
the reviewer knows, corresponds to no practical problem in inter- 
national economics whatsoever. Second, in order to choose 
between the impossible number of alternatives with which even a 
relatively simple analytical problem confronts him, the theorist 
is strongly tempted to eliminate some of the cases by prejudging 
the results of measurements he does not and perhaps could not 
make, either by illegitimately assuming that a number of qualita- 
tive statements can be added up into a quantitative fact, or by 


1 It is significant that Professor Meade’s decision to work with two goods 
instead of four is introduced, in the mathematical model, by the following state- 
ment: “ If we are to use our model to illustrate any propositions in the theoretical 
analysis of international economic relationships we must further simplify the 
model, unless we are prepared to be content with the contemplation of a string of 
clumsy determinants without any very obvious conclusions to be drawn from them.” 
(Supplement, p. 46; italics added by the reviewer.) 
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postulating an ideal world in which only the cases he chooses 
will exist. This temptation is particularly dangerous when 
questions of economic policy are involved, because then the desire 
for simplicity may be reinforced by personal preferences in 
prompting the exclusion of possible cases. 

In one respect, indeed, Professor Meade’s theoretical analysis 
actually obstructs the task of economic measurement. This 
occurs through his habit of translating all his mathematical 
analysis into terms of elasticities. Now, there is no empirical 
evidence to show that elasticities can be taken as parametric 
constants of economic behaviour; and the assumption that 
elasticities are what should be measured may well create a bias in 
econometric research. There are, moreover, good reasons for 
rejecting the hypothesis of constant elasticities : empirically, the 
hypothesis implies that demand can neither be choked off com- 
pletely nor satiated, and logically, any constant elasticity other 
than unity implies that at some price the consumer will spend more 
than his income on the good. Nor can the hypothesis be rescued 
by assuming that the elasticity is constant within a certain range, 
because there is no theoretical way of knowing that changes will 
be confined within that range. 

A second reason for questioning the value of Professor Meade’s 
method of applying economic theory to economic policy is that 
policy is not made in a vacuum, but is worked out in a social and 
political environment which imposes definite limitations on both 
the aims and the means of policy. It seems unrealistic to start, 
as Professor Meade does, by assuming that everyone everywhere 
agrees that full employment without inflation and equilibrium in 
the balance of payments are the overriding objectives of economic 
policy, and to proceed on the assumption that everything else can 
or should be adjusted to permit the attainment of these objectives 
by liberal methods. Here again the temptation is to over- 
simplify in order to get clear-cut answers. 

To summarise, the reviewer believes that, if economic theory is 
to be applied to problems of economic policy, this can most usefully 
be done within the context of a particular problem occurring in a 
particular environment. Only so will full justice be done to the 
complexities of policy problems, and adequate attention paid to 
the necessity of economic measurement. 

Harry G. JOHNSON 
King’s College, 
Cambridge. 
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APPENDIX: PROFESSOR MEADE’S MATHEMATICAL 
SUPPLEMENT 

The general features of Professor Meade’s mathematical model have 
been mentioned at various point in the text above. It is a comparative 
statics model comprising a competitive world of two countries, each of 
which produces one exportable and one non-exportable good; it also 
assumes a constant ‘‘ marginal propensity of a unit of national income not 
to be spent on goods and services ”’ in each country, an assumption which 
is not adequately described (p. 1) by the statement that it ignores the 
effects on expenditure of changes in the distribution of income. The 
advantages rightly claimed for it are its ‘“‘ marriage of the Keynesian and 
the Hicksian type of analysis” (p. 2), its explicit consideration of capital 
movements, and its adaptability to policy problems; to these might be 
added its inclusion of changes in productivity. 

The model consists of twenty-three ‘‘ equations of equilibrium.’ Pro- 
fessor Meade’s formulation of these is open to certain economic objections. 
In the first place, he assumes that domestic expenditure is affected by the 
home rate of interest but not by the foreign rate of interest (equations (1.3) 
and (1.4), p. 10), though the difference between the two affects the amount 
of foreign lending (equation (1.19), p. 12); it would seem more reasonable 
to assume that the foreign rate of interest will have some influence on 
domestic saving, if residents can in fact lend their savings abroad. Second, 
money national income is defined as the value of goods produced (equations 
(1.3) and (1.4), p. 10), whereas it should, according to the definitions of the 
book (p. 26), include net interest earnings from foreign investment; this 
simplification, however, is probably permissible in a comparative statics 
analysis. 

The ‘‘ equations of equilibrium ” are differentiated to give the ‘‘ equa- 
tions of change” on which the analysis of the book and supplement is 
based. It is here that Professor Meade introduces his economically 
dubious simplifications. Differentiation of the two equations for domestic 
expenditure produces equations containing three partial derivatives of 
expenditure with respect to prices (home goods, imports and exports). 
One of these terms can be eliminated on the assumption that domestic 
expenditure is a “ real ’’ and not a ‘‘ money ” function of national income, 
so that a proportional rise in all prices, with the interest rate and other 
quantities unchanged, raises expenditure in the same proportion. In 
order to avoid ‘‘ being left with an exceedingly clumsy expression ” (p. 17) 
Professor Meade then arbitrarily assumes that the other two partial 
derivatives vanish; this, he asserts, still leaves him with a “‘ real’? and not 
a ‘“‘money ” function; but it is a very peculiar function, whose economic 
justification the reviewer has challenged in the text. The same problem 
of partial derivatives with respect to prices arises with the differentiation 
of the foreign lending equation, and the same assumption is made to 
simplify the resulting equations of change. If this assumption is rejected, 
Professor Meade’s equations (2.3), (2.4) and (2.19) must be retained in a 
much more complicated form. There is one other simplifying assumption 
which might possibly be questioned, the assumption (p. 23) that any 
invention changes the marginal product of labour in the same ratio as the 
average product, which affects equations (2.13) to (2.16). 

The most interesting feature of the derivation of the equations of 
change is the splitting of the price-derivatives of demand for particular 
goods into income and substitution terms. This requires two assumptions. 
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The first is the legitimacy of community indifference curves; while the 
reviewer concurs v“*h Professor Meade in accepting Dr. Baumol’s assurances 
that such curves cun be constructed, he is somewhat doubtful whether they 
can be used to include both consumption and investment demand. The 
second is that expenditure can be substituted for income in the Slutsky 
equation; while this seems a perfectly legitimate procedure, it does 
necessitate re-defining the concept of “‘ elasticity of demand ” in the way 
discussed in the text. The relationship between the two definitions can 
be shown to be approximately 


T 20 
Mn = + GO ' 6 


that is, Professor Meade’s elasticity is equal to the elasticity as ordinarily 
defined, plus the marginal propensity to spend on the good (defined with 
reference to total expenditure) divided by the initial quantity of the good 
purchased and multiplied by the partial derivative of total domestic 
expenditure with respect to the price of the good. From this it is obvious 
that the two elasticities will only be the same if the partial derivative is 
zero, a8 Professor Meade has arbitrarily assumed to be the case for home 
goods and imports. On the assumption that the partial derivatives are 
positive, for which reasons have been given in the review, it follows that 
Professor Meade’s “ elasticities ’’ will be greater than the ordinary ones. 

The twenty-three equations of change contain fifty-five terms, of which 
thirteen (the spontaneous changes) are always given, leaving nineteen 
degrees of freedom. In a fascinating essay in the theory of combinations, 
Professor Meade shows that his model allows 28,781,143,379 possible 
‘* policy combinations ”’ (combinations of one or more means of policy with 
one or more objectives of policy) and proceeds to exclude most of them, 
ending up with 399 asymmetric cases. As a footnote to the discussion of 
the taxonomic approach in the review, it may be noted that this exclusion 
of cases is carried on by an implicit introduction of empirical considerations 
through such words as ‘‘ senseless ’’ and ‘“‘ clumsy,” while further exclusion 
of cases is prevented by the consideration (p. 41) that there is no reason to 
believe that the means of policy will be ineffective in attaining the objec- 
tives of policy in the remaining cases. 

Professor Meade then proceeds, by eliminating the two non-exportable 
goods, making a number of simplifying assumptions and eliminating 
various uninteresting terms by substitution, to reduce his twenty-three 
equations to a six-equation model in terms of which most of the mathe- 
matical analysis underlying the book is conducted. If all of Professor 
Meade’s assumptions are adopted except the vanishing of the partial deriva- 
tives of domestic expenditure and foreign lending with respect to the 
domestic price of imports, the following equations result : 
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It may be noticed in passing that the complex terms in the coefficients 
of the first three variables on the right-hand side of equation (3.4) can be 
reduced to simple expressions in the elasticities of demand for imports as 
ordinarily defined, by means of the relationship between the ordinary 
elasticity and Professor Meade’s elasticity mentioned above. The partial 
derivatives of foreign lending with respect to import prices in equation 
(3.5) could also be replaced by the negative of the partial derivative of 
domestic expenditure with respect to import prices, multiplied by the mar- 
ginal propensity to lend abroad; but there is no obvious advantage in 
making either of these substitutions. 

From these equations it is apparent that Professor Meade’s two question- 
able assumptions have the tremendous mathematical advantage of re- 
placing some awkward terms in equations (3.1), (3.2), (3.4) and (3.5) with 
highly convenient zeros. They also reduce the representation of the efiects 
of changes in the prices of the two goods, in cases in which no changes in 
commercial policy occur, to the single term (¢,, + ™,, — 1), which corresponds 
to the sum of the two (Meade) elasticities of international demand minus 
one. This accounts for the crucial role in Professor Meade’s analysis of the 
question whether the sum of these elasticities is greater or less than unity. 
Manipulation of this model also tends to produce the term (1 — my), 
which accounts for the importance of the question whether the sum of the 
marginal propensities to import is greater or less than one. 

If Professor Meade’s assumptions are rejected for the reasons given in 
the review, it also follows that his results will only be correct when the 

erms in question disappear during the mathematical manipulations. 

Since the partial derivatives of foreign lending with respect to import 
prices appear only in equation (3.5), it is obvious that they will vanish only 
when the variables in whose coefficients they appear are zero. Excluding 
freak cases, this requires that all the terms on the right-hand side of equa- 
tion (3.3), as well as C,, and C,, be equal to zero. The economic meaning 
of these conditions has been given in the review. 
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The vanishing of the partial derivatives of domestic expenditure with 
respect to import prices is a more difficult problem, since the terms appear 
in three equations and may cancel out even though the variables in whose 
coefficients they appear are not equal to zero. Whether this wili occur 
or not will depend on the particular case. As an example, however, 
substitution of (3.1) and (3.2) into (3.4) yields the equation 
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from which it can be inferred that if both countries stabilise employment 
(h, = h, = 0), no changes in trade taxes occur (c,, = ¢,, = Cy = Cy = 0) 
and the countries are not on the gold standard (equation (3.6) drops out), 
the expression for the change in the balance of trade will contain 
neither of the partial derivatives in question. This will be so because the 
only remaining term appearing in the other equations is v, and the equation 
for it will not in this case contain any other term dependent on these 
partial derivatives. 

To substantiate a remark made in a footnote to the review, it may be 
recorded that the numerator of the expression for the change in the balance 
of trade resulting from depreciation given by thes» equations is 
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when each country pursues a “‘ neutral” policy; when either pursues a 
policy of ‘internal balance’ the term in the partial derivative of that 
country’s domestic expenditure with respect to import prices drops out, 
so that when both pursue a policy of ‘‘ internal balance ”’ the expression 
becomes 
Te + Ts — 1) 

The direction of change of the trade balance depends in this last case on 
whether the sum of the elasticities of demand for imports is greater or less 
than unity. Since Professor Meade’s elasticities had been shown to be 
higher than the “‘ ordinary ”’ ones, there is here an apparent contradiction of 
accepted results: the most probable explanation is that previous theorists 
have neglected the effect of changes in import prices on saving. 

Most of the Supplement is given up to detailed manipulation of Professor 
Meade’s model, the results of which are summarised rather inconveniently 
in Tables at the back and given an economic interpretation in the text. 
Detailed comment on these manipulations is clearly impossible. (It may, 
however, be noted that the argument of the first paragraph beginning on 
page 52 is inconsistent with the mathematical expression in the Table to 
which it refers.) 

In addition to the manipulations of the two-good model, the Supple- 
ment contains a complicated diagrammatic comparison of the welfare 
aspects of the choice between exchange-rate adjustment and commercial 
policy as means of preserving external balance, an exercise in the four- 
commodity model, and a concluding chapter on ‘‘ The Marshallian Form of 
the Model.” The latter would, perhaps, have been better described by 
another title, since its content owes little to Marshall’s own writings. 











MR. HICKS ON THE TRADE CYCLE! 


SrncE the mid-1930s (and more particularly since the publica- 
tion of Keynes’s General Theory) theories of the trade cycle have 
shown a happy tendency towards convergence. Gone are the 
days when the student of economics was free to roam amid such 
varied and contradictory ‘“‘ explanations ” of cyclical fluctuations 
as over-investment or under-consumption (not to speak of sunspots 
or planetary aberrations), structural disproportionalities or the 
instability of credit. The main distinguishing features of most of 
the recent work on the subject are threefold. First, the theories 
approach far more closely the requirements of a scientific hypoth- 
esis—instead of being content with more or less vague references to 
ultimate causes, they attempt to exhibit the necessary and 
sufficient conditions for a cyclical movement in terms of some 
“‘ model ”— which means that the nature and the implications of 
the assumptions are clearly set out and explored. Secondly, 
most of the theories are built around the essentially Keynesian 
concept of an equilibrium level of output or employment.? 
Thirdly, they all “explain” the cyclical movement as a con- 
sequence of the double inter-relation between investment and 
income (that tails wag dogs, as well as dogs tails, as D. H. Robert- 
son once put it), the dependence of income on investment through 
the multiplier, and the dependence of investment on income 
through the associated changes in profit expectations. In the 
case of many of the models (such as those of Frisch, Harrod, 
Samuelson and now of Hicks), the latter relation is expressed in 
terms of the “ acceleration principle ”’—+.e., investment is re- 
garded as a function of the rate of change in income, and not of 
income itself. In others, such as in Kalecki’s model* or my 
own,‘ investment is assumed to be an increasing function of the 
level of output, and a decreasing function of the stock of capital. 
Apart from this latter difference (of which more later) and, of 

1 A Contribution to the Theory of the Trade Cycle. By J. R. Hicks (Oxford 
University Press, 1950. Pp. vii + 199. 10s.). 

2 This remains true, even though some of the path-breaking work in this 
field—such as Frisch’s paper in the Cassel Essays or Kalecki’s paper in Econo- 
metrica, 1935, preceded the publication of the General Theory. In the early 
1930s, ‘‘ Keynesian ” ideas were in the air, long before the publication of the 
General Theory gave them asystematic expression. Professor Robertson’s paper 
in the December 1934 issue of the Economic Journat (“‘ Industrial Fluctuation 
and the Natural Rate of Interest”) is illuminating, for it clearly marks the 
transition from the old to the new methods of thought. 


3 Essays in the Theory of Economic Fluctuations, London, 1939. 
4 Economic Journat, March 1940. 
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course, differences in emphasis and mode of presentation, all 
these theories are fundamentally pretty much alike—at any rate 
in comparison with the earlier approaches to the problem. 

The importance of Mr. Hicks’ present contribution can best be 
assessed, perhaps, in terms of the particular problems which the 
pre-war models of the trade cycle left unsettled. The first of these 
may be termed the problem of “ linear systems ”—which was the 
problem of how to prevent the model sequences from either 
exploding or else petering out. The second was the question of 
how best to represent the investment function, to which I have 
already referred. The third was the problem of the trend—the 
models of the cycle were static in the sense that they treated the 
fluctuations as movements around a stationary equilibrium, 
whereas in reality the cyclical fluctuations were deviations around 
a rising long-term trend of output. While there was never any 
logical difficulty of superimposing a trend (given from the out- 
side, so to speak) on any particular cyclical model, this was not 
thought to be a satisfactory solution of the problem: it was 
intuitively felt that a proper theory of economic development 
should be capable of deriving both trend and fluctuations as the 
resultant of the same set of influences. 


I 


The first of these problems could best be explained perhaps by 
taking the Keynesian equilibrium as a starting point. So long as 
investment is treated as an independent variable, and the mar- 
ginal propensity to consume is less than 1, the Keynesian system 
is statically stable—any deviations from equilibrium, in either 
direction, will set up forces to restore it. If the reaction of 
consumption to changes in income takes a certain amount of 
time, equilibrium will not be re-established immediately but only 
after a succession of steps. Yet the equilibrium wi!l remain 
dynamically, as well as statically, stable, in the sense thav the 
path actually taken, following upon a disturbance, will show a 
smoothly converging movement towards the equilibrium position. 
Once one allows, however, for investment (as well as consumption) 
to react to changes in income, this will no longer be necessarily 
so. Depending on the particular values of the “accelerator 
coefficient ” (which expresses the change in the value of in- 
vestment as a proportion of the change in the value of income 
which has given rise to it) and of the marginal propensity to 
consume, equilibrium will either be totally unstable (i.e., any 
disturbance tending to magnify itself, either in the form of a 
cumulative movement away from equilibrium or in the form of 
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progressively larger fluctuations around the equilibrium position) 
or only partially stable (7.e., equilibrium being only re-established 
as a result of fluctuations of diminishing amplitude around the 
equilibrium position). Fluctuations of constant amplitude might 
occur at the exact borderline between stability and instability— 
which in Hicks’ model implies an acceleration coefficient just equal 
to 1—while the smooth convergent process of the pure multi- 
plier theory (the “‘ Kahn process ” as Mr. Hicks calls it) will only 
be preserved if the accelerator is below a certain minimum value. 
If one operates with linear coefficients (i.e., assuming a constant 
marginal propensity to consume and a constant accelerator) 
such damped or explosive oscillations emerge as alternatives to 
inherently stable situations. Since “explosive” oscillations 
were not thought to give a workable hypothesis, the models 
normally postulated damped oscillations, and it was assumed 
(following the suggestion of Frisch) that the amplitude of oscilla- 
tions in the system was maintained by erratic shocks. But this 
only yields a plausible explanation in the case of models giving 
slightly damped oscillations, otherwise the introduction of erratic 
shocks is not sufficient to explain the persistence of oscillations of 
a given period and of more or less comparable amplitude. Hence 
these models only yield a workable hypothesis for a relatively 
narrow range of values of the coefficients. 

It was known, however,! that once the assumption of linear 
coefficients is abandoned this particular difficulty disappears. 
If one supposes that the value of the coefficients themselves varies 
with the level of output, new possibilities emerge: the system 
might be unstable within a certain range of output-levels and yet 
behave in a stable manner outside that range. Non-linear 
systems thus yield a theory which (unlike linear systems) accounts 
for fluctuations of a particular amplitude independently of the 
initial displacement, and where therefore the endogenous forces 
at work themselves determine a periodic motion (of constant 
amplitude and period) around the equilibrium position.2 There 
are, moreover, obvious reasons for supposing that the invest- 


1 Cf. my paper in Economic JouRNAL, March 1940, especially pp. 89-92; 
Samuelson, Foundations of Economic Analysis, 1948, pp. 338-40. 

2 This is readily seen in the case of the simple cobweb theorem. So long as 
one postulates straight-line demand and supply curves, displacements in either 
curve will yield expanding or contracting cobwebs, depending on the relative 
slopes of the two curves. But if either curve is assumed to be non-linear (i.e., an 
S-shaped curve) an oscillation of constant amplitude will be generated, the mag- 
nitude of which is independent of the initial displacement. (An S-shaped curve 
can be approximated also by three straight lines—where two horizontal lines 
indicate the boundaries of a demand or supply schedule—and this is what corres- 
ponds to Mr. Hicks’ model.) 











836 THE ECONOMIC JOURNAL [DEC. 


ment coefficient is not linear: since the reaction of investment to 
changes in output is likely to be particularly great at the particular 
stage of the cyclical upswing when existing capacity is fairly fully 
utilised but the level of current investment is not yet large. 

In the present book Mr. Hicks presents what amounts to such 
a non-linear model, but without sacrificing the mathematical 
convenience of linear systems. He shows that fluctuations in 
output generated by the combined action of the multiplier and 
the acceleration principle are confined by two barriers ;: an upper 
one, determined by full employment, and a lower one, determined 
by the fact that net investment cannot fall below a certain 
negative value, since gross investment cannot be less than zero. 
Given these two “‘ constraints,” inherently explosive cycles will be 
transformed into cycles of constant amplitude, since once an 
expiosive cyclical movement is checked in its free development by 
these barriers, the successive oscillations will repeat the same 
movements.! This, of course, is tantamount to assuming a 
non-linear accelerator, the value of which varies in the course of 
the cycle: as the position of full employment is approached in 
the course of the upswing, the value of the accelerator coefficient 
falls off, and in the limit, becomes zero. Similarly, in the course of 
the downswing, the accelerator becomes ‘ transformed,” since 
negative net investment cannot exceed depreciation, however great 
is the fallin income. However, the device of treating these 
barriers as “ constraints ”’ which break the smooth development 
of ‘free’ cycles makes it possible for the author to continue 
to operate with linear coefficients and to work out, with the 
technique of difference equations, the inherent properties of the 
model with great simplicity and elegance.2, He thus shows that, 
irrespective of lags and of the value of the savings coefficient, the 
oscillations will be explosive if the investment coefficient is above 
unity (i.e., if a given rise in output will give rise to investment 
which exceeds the value of that output); that the length of the 
upswing is not highly sensitive to the value of the coefficients 
and lags, provided the savings coefficient is not too small—it is 
around 10-12 “ periods,” assuming investment to be lagged by 
one period, and where a “ period ” is assumed to be the length 


1 It is not even necessary for the initial movement to bump against both 
barriers to become streamlined into a constant cycle. Provided the cycle is 
inherently explosive, it is enough if it hits one of the two barriers in the course of an 
initial swing for the subsequent oscillations to become reproductions of each other. 

# This is done on the assumption that the properties of the streamlined cycle 
will correspond to those of the initial swings of the free cycle. But as is shown 
below (note 1, p. 837) this is not always a reliable assumption. 
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of time required for production to adjust itself to a change in 
demand—and that the length of the downswing will take at 
least as many periods as the upswing, though it might take more.! 


II 

The real weakness of Mr. Hicks’ model consists in his use of the 
“ acceleration principle,” which is a crude and highly unsuitable 
tool for analysis—and also an obsolete one, that an economist of 
Mr. Hicks’ subtlety should have long ago discarded. In what 
sense can it be assumed that investment is a simple (and linear ! ) 
function of the change in the level of output? We may assume, 
with Keynes, that there is a schedule relating the current level of 
investment to the expected rates of profit. We may also assume 
as a rough first approximation (and a very rough one indeed—for 
the analysis of cyclical fluctuations), that expected rates of 
profits are always adequately represented by current rates of 
profit. But from here onwards it still takes a very big jump to 
arrive at the acceleration principle, much too big a jump, in fact, 
to be practicable for cycle analysts to undertake. As the stock 
of capital increases, in relation to output, the schedule of the 
marginal efficiency of capital declines, and one may suppose that 
there is a particular quantity of capital, in relation to a given 
rate of output, that will secure long-period equilibrium—a position 

1 At one point (p. 116) Mr. Hicks appears to misinterpret the implications of 
his own model. He argues that on the basis of his model, the downswing will 
be much too slow to explain the rapid downward movements that occurred in the 
past, and in later chapters he brings the idea of a liquidity crisis to aid in order to 
explain rapid processes of contraction. He apparently forgets that the rapidity 
of the downswing depends not on the total number of periods during which out- 
put will contract but on the violence of the early phases of the movement. Here 
the analogy with “ free” cycles breaks down. Whereas in the case of a “‘ free ” 
cycle the rate of investment will begin to fall off before output reaches a maximum, 
so that the initial phases of the downward movement will be relatively slow, in the 
case of a “ constrained ” boom which has been broken by the full-employment 
ceiling, the rate of investment can be supposed to have increased right up to the 
time the ceiling is encountered. But when the ceiling is reached, and output 
stops rising, net investment must suddenly fall to zero, which in turn is likely 
to lead to a sufficiently large fall in output to bring investment to its minimum 
value in the very next period; or, at any rate, at a much earlier stage than would 
have occurred with a “‘ free ’’ cycle. Hence the very fact that the boom was 
* broken ”’ will increase the violence of the downward movement; the accelera- 
tion principle, strictly interpreted, would in fact lead to a downswing too violent, 
rather than too modest, for reality. 

2 Most of the objections against the use of the “ acceleration principle,” 
mentioned below, are already familiar from pre-war writings on the subject. 
Cf. particularly Kalecki, Essays in Theory of Economic Fluctuations, London, 
1939, pp. 64-6, and Tinbergen, “ Statistical Evidence on the Acceleration Prin- 
ciple,” Economica, 1938. Mr. Hicks refers to both Kalecki’s book and Tin- 
bergen’s article (pp. 5-6), but makes no attempt, anywhere in the book, to 
justify his rehabilitation of the concept. 


“ 
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in other words, where, at the ruling rates of interest, investment 
opportunities will have been exhausted, and gross investment 
will therefore equal depreciation. One may further suppose that 
an increase in the level of output will raise profits sufficiently 
(no more and no less) to justify an ultimate increase in the stock 
of capital that is proportionate to the increase in output.2 Hence 
as between alternative positions of long-period equilibria, it can be 
supposed that the change in the quantity of capital will be 
so related to the change in output as the ratio of the value of the 
capital stock to the value of output per unit period. But it is 
certainly not legitimate to suppose that positions of long-period 
equilibria are sufficiently closely attained during the successive 
phases of the trade cycle as to make this equilibrium-relation 
between capital and output serve as any kind of guide for the 
behaviour of investment.* This could only be the case if the 
time lag required to adjust the stock of capital to a change in 
demand were of the same order of magnitude as the time required 
to adjust current output to a change in demand. But it is pre- 
cisely this difference in the orders of magnitude of the two kinds 
of velocities of adjustment which gave rise to the short-and-long 
period method of analysis—the common characteristic of all 
writers of the Cambridge tradition. 

It is of the essence of the “acceleration principle ” that it 
regards the ratio output/capital as determined by technical 
factors, which cannot undergo any significant alteration even in 

1 Under imperfect competition, such a position of long-period equilibrium 
will always imply a considerable degree of excess capacity—with the consequence 
that the short-period relation between output and capacity will tend to be highly 
elastic both in an upward and in a downward direction. 

2 This, of course, assumes that the share of profit in output remains unchanged. 
This is legitimate as between two alternative positions of long-period equilibria, 
but not of intermediate positions in between. As a state of full capacity is 
approached, the share of profits is likely to rise (since prices will rise in relation 
to costs) or effective demand will remain unsatisfied (manufacturers’ order books 
fill up) and, in either case, investment demand will be stimulated out of pro- 
portion to the actual increase in output. It is not correct therefore to suppose 
that the mere slowing-down or the cessation of the increase in output will neces- 
sarily reduce investment demand. It would be more correct to say that investment 
will be checked through the gradual emergence of excess capacity which occurs 
when available capacity increases more rapidly than output. These two con- 
ditions are clearly not equivalent to each other. 

3 In fact, I regard it as an essential feature of the cyclical process that the 
position of full or long-run equilibrium is never actually attained in the course of it 
(not even in passing), although the whole oscillation could be described as a 
movement around that position. This is because at the particular phase of the 
Cycle when the stock of capital corresponds to its long-run equilibrium level, 
output will not be at that level ; while at other phases, when output corresponds to 
the long-run equilibrium level, the stock of capital will not be at the required 
level. 
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the short period; while it is the essential feature of cyclical 
movements that this relation is subject to continuous change in 
the course of it. This means not only that a change in output 
will give rise to additional investment for a whole series of “‘ peri- 
ods,” rather than a single “ period ”’ (a “ period ” being defined, 
similarly to the short period of Marshall, as a time long enough for 
output to adjust itself to a change in demand, but not, of course, for 
capital equipment to adjust itself to the change). It means also 
that the additional investment generated by a given increase in 
the rate of output will not be determined by the technique of 
production but will necessarily vary with the profitability of 
investment—which in turn depends (again in the short period) on 
the absolute level of output. 

There is, moreover, yet another reason why the accelerator 
technique is unlikely to yield plausible results. It must neces- 
sarily assume that investment generated by a change of output is 
some coefficient of the change of output that is independent of the 
absolute size of the change. In reality, however, the rate of 
expansion of firms is confined by their financial resources (quite 
independently of the behaviour of market rates of interest), which 
means that they cannot take advantage of large investment 
opportunities as quickly as of small ones. We may suppose that 
a shipping firm, with a fleet of say 100 ships, would order ten 
additional ships following on a 10 per cent. increase in traffic—if 
previously, the relation of the volume of freight carried to its 
available shipping space was such that an expansion of the fleet was 
just not worth while. But it would be wholly misleading to 
suppose that a 50 per cent. increase in traffic, in the same circum- 
stances, would be followed by an order for fifty additional ships. 
This is not only because the financial resources of the firm may 
be adequate for the one but inadequate for the other. It is also 
because expectations are far less likely to be elastic with respect to 
large changes than small ones. On the subject of expectations, 
to which Mr. Hicks made such distinguished contributions in the 
past, the present work is remarkably silent. The cyclical mech- 
anism obviously could not work if expectations of future profits 
were wholly independent of current profits. Yet the opposite 
assumption that the elasticity of expectations is always unity 
(which is what the assumption that all changes in output are 
regarded as permanent amounts to) is not a tolerable hypothesis 
either. Long-run expectations must be tied to some trend or 
norm, at any rate within certain limits, if the economic system is 
to possess any degree of rationale or stability. Since the future 
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is so uncertain, however, such independent expectations merely 
define a more or less broad range, and I believe it is mainly 
within that range that expectations are volatile—i.c., that the 
experience of the immediate past influences the degree of optimism 
or pessimism for the future.1 This means, however, that long- 
term expectations are far more likely to be revised in the light 
of current facts where the existing situation does not deviate 
too much from an expected norm.? 

To rescue the accelerationist approach it would therefore 
have to be amended and qualified beyond recognition. One 
such amendment is in fact proposed by Mr. Hicks (though he was 
not able to explore its full implications in terms of his model) : 
and that is to assume that a change in income generates invest- 
ment not for a single “ period,”’ but for a whole series of periods, 
so that instead of a single acceleration coefficient v we have a 
series of partial coefficients, v,,...v,, each applicable to a different 
future period. But that is by no means enough. It would also 
be necessary to assume : (i) that the set of coefficients v, . . . vp are 
not determined by technical factors, but vary with the degree 
of utilisation of capacity, which in turn (in the short period) 
depends on the absolute level of output; (ii) and that they further 
vary with the magnitude of the change in output, the individual 
partial coefficients being all the smaller (and their number all 
the larger) the larger is the change in output per unit period. By 
the time these amendments are made, the method becomes much 
too cumbrous and complicated to be workable, even for the pur- 
poses of an analytical toy.® 

Most of these difficulties could be avoided if investment were 
regarded as a function of the relation of output to capacity; 
or, more precisely, if instead of treating J,,1 =f(Y:— Y:_1) we 


Y, 
regarded J,,,= Y.f (=) 4 This means that investment will be 
t 


1 On this point cf. my paper ‘“‘ Speculation and Economic Stability,” Review 
of Economic Studies, October 1939, pp. 9-11. 

2 In dealing with the effects of a rise in the price of investment goods in 
times of full employment (p. 132), Mr. Hicks does indeed suggest that a rise in 
“* sensitive ’’ prices will usually be assumed to be temporary. Surely the same 
kind of considerations should also apply in the case of those commodities whose 
production, rather than prices, are unstable ? 

3 The points made above would lose a great deal (though not perhaps all) of 
their force if the investment in question were confined to working capital, rather 
than fixed capital. Hence if one were to regard the cycle as predominantly caused 
by a fluctuation in the investment in working capital (as I presume Mr. Hawtrey is 
inclined to do) the use of the acceleration principle would be far more justified. 

* Y stands for output (or income), C for output capacity, J for investment and 
the suffix for period. 
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rising or falling according as the proportionate increase in output 
in the current period exceeds or falls short of the proportionate 
increase in the stock of capital. Since output can change far more 
rapidly than the quantity of capital, changes in the latter can 
overtake the former only when the economy is at or near a 
Keynesian short-period equilibrium and the changes in the 
level of output are relatively small.1_ For such short-period 
equilibria to be possible, it is necessary to suppose, however 
(despite the mathematical inconvenience involved): (i) that the 
f function has a negative constant—i.e., investment will be 
positive only when the ratio of output to capacity is above a 
certain minimum value; (ii) that the function is essentially non- 
linear and that f’’ <0. The latter condition embodies both the 
limitations imposed by “ finance ”’ (Kalecki’s principle of increas- 
ing marginal risk) and the probable behaviour of expectations 
mentioned above. The full-employment ceiling is therefore only 
one of a number of possibilities which can account for the upper 
turning point; it only comes in in so far as the Keynesian short- 
period equilibrium position falls outside the full-employment 
barrier. 
Til 

Mr. Hicks rightly stresses at the beginning that since his- 
torically cyclical fluctuations took place against the background 
of a rising trend of output, a theory of the cycle ought to be built 
around a dynamic theory of economic development rather than 
in a static framework. He proceeds therefore to build the 
cyclical model around Mr. Harrod’s concept of an equilibrium 
rate of growth. But whereas in Mr. Harrod’s theory there is 
only one particular rate of growth (given the savings and invest- 
ment coefficients) which will make the ratio of savings to output 
equal to the ratio of investment to output, Mr. Hicks argues that 
provided we postulate the existence of autonomous investment 
which grows at some steady rate in time, the equilibrium rate of 
growth for output as a whole will always be equal to the rate of 
growth of autonomous investment, whatever the rate of growth 
of the latter is. An increase in the rate of growth of autonomous 


1 In my Model of the Trade Cycle (op. cit.) I assumed (in the manner of Mar- 
shall or Keynes) that time consists of periods within each of which the stock 
of capital (and not output) can be treated as a constant. When therefore 
Mr. Hicks criticises my model for being based “ on an assumed connection be- 
tween investment and the absolute level of output, a relation which seems to me 
to be much less defensible,” he forgets that this assumption was made for the 
Marshallian short-period; whereas his own assumption (that investment depends 
on changes in output) is only defensible, as we have seen, in the Marshallian 
long-period. 

No. 244.—voL, LXI. 31 
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investment will raise the “super-multiplier”’ (which relates 
the level of output to the level of autonomous investment), but 
it will be consistent with a new equilibrium-line of growth, at 
a correspondingly higher rate. Hence, according to him, the trend 
of the economy will be determined simply by the rate of growth 
of autonomous investment. 

Mr. Hicks does not discuss in any detail the nature of this 
autonomous investment and what lies behind it, but the fact that 
he assumes that its rate of growth is the same as that of the full- 
employment ceiling suggests that he looks upon it as being in 
part the consequence of technical progress and in part of popu- 
lation growth—since the rise of the full-employment ceiling will 
reflect the compound effect of the growth in population and the 
growth in productivity. However, neither technical progress nor 
population growth generates investment automatically. The 
former (unless it represents the discovery of new commodities of 
high capital content like the motor car or the wireless) may simply 
represent an increase in the efficiency of capital equipment, rather 
than an increase in its quantity; while the latter does not as 
such give rise to additional investment unless it is combined with 
a higher propensity to consume for the economy as a whole 
(which it need not be). 

The most plausible explanation for a rate of growth in invest- 
ment, and therefore in output as a whole, is the expectation of 
a growth in demand on behalf of entrepreneurs—which suggests 
that an economy is likely to grow at the rate at which its business 
men expect it to grow. Of course, such expectations will not 
be sustained if they cannot be realised—an expected rate of 
growth that is greater than the growth in the full-employment 
ceiling must lead to disappointments, and thus to a downward 
revision in growth expectations. But the converse is certainly 
not true : an increase in the technical potentialities of growth will 
not in itself suffice to raise the actual rate of growth of the economy. 
It is only when the optimism of business men keeps straining 
against the leash of *’! employment that the rate of growth in 
investment and the rate of growth in the full-employment ceiling 
will tend to be tl > same. 

But this 1:eaus that autonomous and induced investment are 
not, after 2. «:fferent animals: investment will be ‘‘ autono- 
mous ” o “induced” according as the investment decisions of 
entreprene "ts are governed by expectations of long-term growth 


om 1 On *”.5 consistency of this proposition with Mr. Harrod’s theory, cf. pp. 843-4 
low. 
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or by the actual growth in output in the recent past. If we 
assume the economy to be in a state of moving equilibrium, 
the actual rate of growth in output will, of course, be the same as 
the expected rate of growth. But the stability of that equili- 
brium will be very different according as we postulate one type of 
behaviour or the other. If investment plans were entirely 
governed by the entrepreneurs’ long-term expectations of an 
appropriate growth rate (e.g., they decided to add to their output 
capacity at the rate of, say, 3 per cent. per annum, irrespective 
of fluctuations in current output) the moving equilibrium of 
the economy, if it could be attained at all, would be stable— 
deviations in actual output from the equilibrium line of advance 
would set up forces to restore output to the equilibrium rate, and 
the cyclical mechanism would be inoperative. 

However, Mr. Harrod’s problem—the problem, that is, 
whether the state of moving equilibrium could be attained or 
not—would still remain: at any rate if we assume (as indeed we 
must, in the context of tlis problem) that the ratio of current 
investment to output is not arbitrary, but that its equilibrium 
value (under given conditions of technique) is a single-valued 
function of the rate of growth. This point could best be 
elucidated by a simple numerical example. Let us suppose 
that the normal equilibrium ratio of capital to annual output— 
i.e., the value of capital required to support a given rate of output 
—is 5:1.1 Then, if the entrepreneurs expect a normal rate of 
growth of 3 per cent. per annum, and decide to increase the 
stock of capital accordingly, the rate of investment must be 
15 per cent. of annual output if the normal ratio of capital to 
output is to be maintained. A moving equilibrium will only 
obtain, therefore, if savings (at a rate of growth of 3 per cent.) 
are also 15 per cent. of annual income.? If the proportion of 
savings to income is only 10 per cent., no moving equilibrium will 

1 This “ normal” ratio is not, of course, entirely determined by technique; 
it also depends, as we have seen, on the nature of competition, and also on the 
nature of expectations. If the entrepreneurs expect a certain rate of growth, 
the ratio of capital to output will be higher, and the actual rate of profit lower, 
than if they have static expectations (i.e., they expect the indefinite continuance 
of the production of the last ‘‘ period ”’). 

2 Mr. Harrod actually assumes that savings are a fixed proportion of output. 
Mr. Hicks makes the same assumption, but since he assumes consumption lags, 
his savings coefficient varies also with the rate of growth. I am not sure whether 
in the context of a Regularly Progressive Economy this is legitimate—since 
if income increases regularly at a certain rate, it would be proper to assume that 
consumption plans, as well as investment plans, are based on expected income, 
in which case the influence of lags would disappear. However, it really makes no 


difference to the particular problem under discussion whether we take one assump- 
tion or the other. 
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be possible—output will “bump along the full-employment 
ceiling,”’ until continued inflation, or continued failure to attain 
the expected growth in capital, forces entrepreneurs to lower their 
growth expectations to the ‘“‘ warranted” rate of 2 per cent. 
In the converse case when the savings proportion is say, 20 per 
cent., again no equilibrium will be possible, but in this case, 
the entrepreneurs’ disappointments will take the form of a 
failure of output to rise at the expected rate, and a continued 
increase in the ratio of capital to output. This could only induce 
them to revise their expectations in the wrong direction—down- 
wards, instead of; upwards. Hence, given the proportion of 
income saved (either absolutely or as a function of the rate of 
growth), there is only one particular expected rate of growth 
which can actually be attained—in the terms of our example, if 
the proportion is 10 per cent., the expected rate of growth must 
be 2 per cent., if it is 20 per cent. the latter must be 4 per cent. 
and so on. So long as the expected rate is higher than the 
warranted rate, we can rely on it that forces will be set up 
that will tend to revise it downwards. But there is nothing 
similar on the other side to ensure an upward revision of the 
expected rate if it is initially too low. 

Hence Mr. Harrod’s problem is not really dependent on the 
destabilising influence of the accelerator—as is shown by the 
fact that it can arise also in a situation where current investment 
is assumed to be independent of current profits. It is really 
based on two assumptions : (1) that savings are a given proportion 
of income; (2) that the equilibrium ratio of investment to output 
is tied to the technique of production, and is, therefore, a given 
function of the rate of growth. If either of these two assump- 
tions is dropped the problem disappears, since in that case a 
moving equilibrium of growth can be found for any given rate of 
growth in investment, provided it is below a certain maximum. 

In my own view there are no compelling reasons to regard 
savings, even in the long run, as a fixed proportion of income 
which is not adjustable to the requirements of the other factors 
in the situation. Thus it would, I think, be quite consistent 
with observed facts to assume that the savings function, while 
linear, has a negative constant the value of which is dependent, 
however, on the level of unemployment rather than on the level 
of output. It seems obvious that the proportion of income 
saved in a community would be lower the higher is the rate of 
unemployment : since the unemployed will continue to consume 
something, and the propensity to consume of the others (even in 
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the absence of budgetary deficits) will not normally be decreased 
sufficiently to offset this. Hence while the proportion of income 
saved might be regarded as a given proportion of full-employment 
income, the average propensity might still be treated as a diminish- 
ing function of the rate of unemployment.1 In that case, however, 
the Harrod equilibrium could be attained with varying rates of 
growth and correspondingly higher or lower rates of unemployment. 

Mr. Hicks, however, operates with Mr. Harrod’s assumptions 
as regards savings (the complications through consumption 
lags do not really introduce a difference here), but instead, and 
without apparently realising it,? he sacrifices the second basic 
assumption : the technical relation between the rate of growth and 
proportion of investment to output. In his set-up the ratio of 
investment to output is entirely determined by the propensity 
to save; it is only the relation of induced investment to output 
which is a function of the rate of growth. The relation of auton- 
omous investment to induced investment, or to output, on the 
other hand, is not dependent on technical factors at all, but only on 
the propensity to save—a given amount of autonomous investment 
will generate enough output to make, at the given rate of growth, 
the sum of autonomous and induced investment bear the same 
relation to output as a whole as the ratio of savings to income. 
Mr. Hicks’ autonomous investment is therefore not only auton- 
omous but extraneous: investment which does not generate 
output capacity, like digging holes in the ground, or building 
Pyramids. If autonomous investment were conceived either 
simply as long-range investment or as a kind of deepening due 
to technical progress, its relation to output at any given rate of 
growth would stiil be tied down by technical factors and could 
not be stretched or contracted at will to fit in with the require- 
ments dictated by the savings function. If, on the other hand, it 
were conceived as strictly non-productive investment (which I 
am sure was not the author’s intention), the assumption that its 
rate of growth corresponds to Mr. Harrod’s natural rate of growth 


1 This is not inconsistent with Mr. Duesenberry’s findings (Income and Saving 
and the Theory of Consumer Behaviour), but amounts to a different interpretation 
of them. Alternatively one may assume that the proportion of savings to 
income varies with the ratio of profit to output which in turn varies with the ratio 
of output to capital. In that case a higher rate of growth will automatically 
generate a higher savings ratio through an increase in the ratio of output to 
capital. 

2 This must be so—otherwise the footnote on p. &9 would hardly make 
sense. Mr. Hicks’ oversight here is a natural one to make, if capital is not 
treated explicity as a variable, and it thus presents another example of the 
dangers of the accelerationist approach. 
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(i.e. the rate of growth of the full-employment ceiling) would 
lose all meaning, since there would be no inherent link whatever 
between the two. 

Mr. Hicks’ proposition therefore simply amounts to this. 
Given a certain potential rate of growth (the rate which could be 
attained if investment were maintained at levels appropriate to 
full employment, and which is the compound effect of the rate of 
technical progress partly dependent on investment and on the 
growth in population) the Government Authority could, in 
principle, ensure that the economy expands at that rate by 
expanding non-productive investment (in the form of a growing 
budgetary deficit or a shrinking budgetary surplus) at the samerate. 

Looked at in this way the proposition looks more familiar, 
but it takes us less far towards a dynamic theory of economic 
growth. It leaves the determinants of the long-term rates of 
growth—why it is that some economies expand at a relatively 
high rate, and others slowly or not at all—still in the air; and 
it leaves the real problem of Autonomous versus Induced Invest- 
ment—the question that is, whether the growth in investment 
is the cause or the consequence of the growth in the economy— 
largely unsettled. There can be little doubt that the behaviour 
of Expectations exhibits facets both of a dependent and of an 
independent variable; and while the entrepreneur’s long-term 
expectations of growth have a major influence on the trend of 
growth, the short-term volatility of these expectations is the 
prime cause of the fluctuations around it. The solution of the 
problem should be sought therefore not in the device of postula- 
ting different kinds of investment, but in a theory of expectations 
that could account for both the autonomous and the induced 
element in entrepreneurial behaviour. It is very much to be 
hoped therefore that the distinguished author of Value and Capital 
will return again to that intriguing and still largely unexplored 
field, which he seems for the present to have forsaken. 

For the time being, however, it cannot be said that the problem 
of a theory of dynamic development embracing both trend and 
fluctuations has as yet been solved, though both Mr. Harrod and 
Mr. Hicks have made important contributions to the mechanics 
of such a theory. Nor can one subscribe to Mr. Hicks’ claim 
to have produced a theory which explains cyclical fluctuations as 
part of the process of economic growth and that it is ‘‘ the trend 
rate of growth on which the whole [cyclical] mechanism depends ” 
(p. 108). For his cyclical model works in exactly the same way 
under “ static ’’ assumptions with no trend as under ‘‘ dynamic ” 
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assumptions, with a trend introduced from the outside.1 In the 
one case it is the instability of the equilibrium rate of growth 
which is ultimately responsible for the fluctuations, in the other 
case it is the instability of the position of stationary equilibrium ; 
and exactly the same basic assumptions which will make the one 
kind of equilibrium unstable will also make the other unstable.” * 
What he has shown is that the introduction of a linear trend does 
not make any marked difference to his cyclical model—which 
is not quite the same thing. 
IV 

I have devoted so much space to what appeared to me the 
unsettled issues, that I must have failed to convey an adequate 
appreciation of the many brilliant and original pieces of analysis 
with which Mr. Hicks’ latest work abounds. In fact, a second 
article could well be written on his highly suggestive chapters on 
the role of the monetary factor in the trade cycle (which gives an 
outline of an alternative “‘ monetary” explanation of cyclical 
movements) or on his analysis of the multiplier process, or on the 
analysis of the movements of liquid and working capital which are 
associated with a change in output. The elegance and lucidity 
of presentation are bound to make it a classical text of their 
subject-matter in those fields also (such as the multiplier) where 
the euthor traverses well-known ground. The Mathematical 
Appendix gives a remarkably clear exposition both of the tech- 
nique of difference equations (which makes this subject intelligible 
even to non-mathematicians) and of the mathematical ground- 
work on which the theory propounded in the text is based. 


NicHoLtas KALDOR 
King’s College, Cambridge. 


1 The essential link between trend and cycle in Mr. Hicks’ presentation 
consists in his making the growth of autonomous investment responsible for the 
recovery from aslump. But in terms of the mechanics of his own model this is 
not necessary. Since induced (gross) investment cannot fall below zero, output 
cannot fall below a certain minimum, either; when output stops falling, invest- 
ment must revive, since depreciation exceeds gross investment. 

2 I suppose Mr. Hicks could argue (cf. p. 57), that since savings are assumed 
to be strictly proportional to income, stationary equilibrium, in the absence of 
autonomous investment, could be reached only with a zero output. However, 
as I argued above, without great harm to reality or to the simplicity of his model 
his linear savings function could well do with a negative constant—.e., the mar- 
ginal propensity to consume could be assumed to be lower than the average 
propensity. Alteratively, we could postulate the existence of autonomous 
investment (and particularly of the non-productive kind) without necessarily 
assuming it to be growing ! 

* This is true despite the fact that the ‘‘ Harrod problem ” (which, as I have 
argued above, is not the same thing as the “‘ Hicks problem”’) has no real counter- 
part under static assumptions, 
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Taxation. (Pp. lxiv + 447.) 
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Doss. (Cambridge University Press, 1951. 24s. each volume ; 
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Society.) 

THESE two very handsome volumes are the first instalment 
of the large edition of Ricardo which Mr. Straffa has been pre- 
paring for the Royal Economic Society. Ultimately it is ex- 
pected to consist of ten, or possibly eleven, volumes. The third 
and fourth will contain Ricardo’s pamphlets and papers; the 
fifth will print his parliamentary speeches and evidence before 
various Parliamentary Committees; the six, seventh, eighth and 
ninth volumes will contain his correspondence with Malthus, 
Mill and others ; a further volume or volumes will add biographical 
material, together with an index to the whole. It is hoped that 
all the first nine volumes will appear during the next year. 

It was in 1925 that the Council of the Royal Economic Society 
first agreed in principle to a proposal to produce a definitive 
edition of Ricardo, and in 1930 that it was agreed, on Keynes’s 
suggestion, to ask Mr. Sraffa to take on the responsibilities of 
editorship. It is fascinating to look back for a moment and to 
realise just how much has been added to the material available 
for a study of Ricardo since some of us struggled with the Principles 
as undergraduates thirty or forty years ago. We owe almost as 
much to Mr. Sraffa, and to some of his predecessors such as 
Professor Hollander, as literary detectives as we owe to them as 
editors. 

The Notes on Malthus had disappeared for almost a century 
when they were re-discovered in 1919 in a box with some old 
ornaments in a lumber room at Bromesberrow Place, Ledbury, 
formerly the residence of Ricardo’s eldest son, by Mr. Frank 
Ricardo, great-grandson of David Ricardo. They were first 
made available in an edition prepared by Professor Gregory with 
a long introduction by Professor Hollander. The next great 
discovery, also at Bromesberrow Place and also due to Mr. Frank 
Ricardo, was made in 1930, when a further search was made in 
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the interests of the present edition. A large box was found, 
which had lain untouched for nearly a hundred years, and which 
turned out to contain almost all the letters of permanent interest 
which Ricardo had received, as well as various drafts and papers 
of his own writing. Among these letters were included all those 
that he had received from Malthus. When added to another 
bundle of correspondence which had been found earlier and en- 
trusted to Professor Hollander for publication, there then existed 
a wonderful body of new material, and on the basis of this new 
material the original plan of these volumes was designed. 

There was, however, one sad gap. Mr. Sraffa had at his 
disposal the letters which Ricardo had received from James Mill. 
All of Ricardo’s very important letters to Mill were still missing. 
It was impossible for an editor to do more than surmise the 
nature and content of Ricardo’s side of the correspondence. 
By 1940, three volumes of letters were already in page proof 
when the war brought the work almost to a standstill. Then 
in 1943 a miracle happened. A discovery was made by Mr. C. K. 
Mill, a distant connection of the economist, at the house at 
Raheny, near Dublin, of his father-in-law, Mr. F. E. Cairnes, 
son of the economist, J. E. Cairnes. A locked metal box was 
found which, on being opened by a locksmith, proved to contain 
not only the whole series of letters to James Mill but also a 
number of other new writings of Ricardo which had belonged 
to James Mill, including the fascinating unfinished paper on 
Absolute Value and Exchangeable Value on which Ricardo had 
been working in the last weeks of his life. Mr. Sraffa was hand- 
somely vindicated against the reproaches which he had suffered 
for the slow progress of the work. The ever-patient printers of 
the Cambridge University Press took to pieces their page proofs 
and interspersed the new material among the old, and the whole 
correspondence, now virtually complete in all essentials, has 
grown to four volumes. 

The exciting new material will come principally in the volumes 
of pamphlets and in those of letters. But we owe very much 
more than literary detection to Mr. Sraffa and to those—and 
particularly Mr. Dobb—who have assisted him in the slow 
progress of this great task. Indeed, in these first two volumes 
it is their craft as editors rather than their skill as detectives 
of which we are primarily aware. A full and adequate review of 
their editing must wait until the whole series is available. For 
the time being a reviewer, as any other reader, constantly finds 
himself titillated by references to letters and pamphlets in forth- 
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coming volumes which he cannot as yet explore and verify for 
himself. The Economic Journat will, I hope, publish a review 
of the work as a whole at a later date, when it is possible to 
consider all the volumes together and to appreciate the light that 
the correspondence throws on the development of Ricardo’s 
thought and his meaning at certain disputable points. 

The first of these two volumes reprints, in far more attractive 
format than has been recently available, the third edition of the 
Principles. But Mr. Sraffa has given his readers also the means 
to trace the whole development of the text from the first to the 
third edition. For Chapter I, On Value, where alone the textual 
changes prove to be really significant, he prints both a Table 
of Concordance to show the whole pattern of re-arrangement 
and, as an Appendix, the text of the significant sections in the 
first edition. After very careful and detailed consideration 
of the changes made in the second and third editions, Mr. Sraffa 
refuses to subscribe to Professor Hollander’s view that Ricardo 
steadily retreated under pressure of his critics from the theory 
presented in edition I. “The theory of edition 3,” he writes, 
“‘ appears to be the same, in essence and in emphasis, as that of 
edition I.”” The changes were to clarify and not to modify his 
original presentation. 

Mr. Sraffa’s preface, which runs to a little over sixty pages, 
is a model of what such a preface should be. He is concerned 
wholly and exclusively with Ricardo, with Ricardo’s own con- 
troversies with his contemporaries, and with anything in Ricardo’s 
own letters and writings which can contribute to our ability to 
understand what Ricardo was trying to say. He is not concerned 
to provide us with ready-made judgments as to whether it was 
Ricardo, or Jevons, or neither, who ‘‘ shunted the car of Economic 
Science on to a wrong line.” He does not provide us with a 
‘Ricardo in modern dress,” with Ricardo’s ideas translated 
into the terminology in which most of us can more readily think 
to-day. But just so far as he can help Ricardo to speak to us for 
himself, and in his own language, he gives us every possible 
assistance. That I believe is as it should be. We are given all 
help in going back to Ricardo himself. But Mr. Sraffa firmly 
refuses to stand between Ricardo and his reader as an inter- 
mediary and interpreter, creating, as such interpreters so often 
do, a host of new misconceptions and misunderstandings. 

The second of these volumes reprints Ricardo’s Notes on 
Malthus’s Principles of Political Economy. The first edition of 
Malthus’s Principles had appeared in April 1820. During the 
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later months of that year Ricardo worked through Malthus’s 
volume; wherever he found himself in disagreement, he wrote a 
Note, which quoted the page and the first words of the passage 
concerned and then proceeded to develop the grounds of his 
disagreement. The form of publication of these Notes, or indeed 
their publication at all, always presented a difficulty. Ricardo 
himself clearly at one stage contemplated a complete reprinting 
of Malthus’s text with his Notes appended. Subsequently he 
thought of printing them, presumably without Malthus’s fuil 
text, as an Appendix to the third edition of his own Principles ; 
from this he was dissuaded by Mill. Finally, and partly it would 
seem on the instigation of McCulloch, who thought them both 
too controversial and in their existing form too repetitive, he 
abandoned. temporarily at least, the idea of publication. 

Their re-appearance naturally presented once again the same 
problems of tke form of publication. The Hollander—Gregory 
edition of 1928 gave only a brief indication of the context of 
each Note. The present edition goes much farther towards 
Professor Cannan’s idea that a return should be made to Ricardo’s 
original concept of reprinting the whole text of Malthus and append- 
ing the Notes in their relevant places. Mr. Sraffa prints Malthus’s 
text in full in all sections of the book where Ricardo is making 
criticism. He has contented himself with printing the correspond- 
ing parts of Malthus’s very long and detailed Summary of the 
Contents (which runs to seventy pages) where Ricardo is not 
making criticism. The resulting volume gives us, therefore, 
every possible opportunity of understanding Ricardo’s views 
of Malthus. It does not, however, provide as a by-product a full 
and complete new edition of Malthus. 

The final appearance of this long-awaited edition is immensely 
to be welcomed. As I have said earlier, a full and proper review 
will be possible only when the whole range of writings, speeches, 
pamphlets and letters are available and when a point at issue 
car be pursued through all the relevant evidence of Ricardo’s 
thinking. For this task Mr. Sraffa has provided all the necessary 
signposts. One thing is certain. These volumes will awaken 
an immensely enhanced interest in Ricardo, and will make it far 
easier for those of us who can claim no special expertise to explore 
and to attempt to understand one of the greatest of our pre- 
decessors. 

Austin Ropinson 
Sidney Sussex College, 
Cambridge. 











852 THE ECONOMIC JOURNAL [DEO. 


Principles of Economics. By Cart MENGER. Translated by 
JAMES DinawaLL and Bert Hosexitz. With an intro- 
duction by Frank H. Kwnicurt. (Illinois: Free Press, 
Glencoe, 1950. Pp. 328. $5.00.) 


Or the few major classics of economic theory which have been 
accessible neither in the English nor in the French language, 
Menger’s Grundsédtze has been for some time the chief. A trans- 
lation of it—even though, as Mr. Dingwall and Mr. Hoselitz 
would be the first to admit, it is not a very satisfactory translation 
—is therefore to be welcomed. People who are wholly unable to 
read German may not derive much comfort from this English 
version; but the middle class (to which the present reviewer 
belongs), who can read German after a fashion but dislike doing so, 
may be more tempted to read Menger now that they have the 
translation to serve as a crib. 

This rather poor result is not altogether the fault of the 
translators; the source of the trouble is in Menger himself. It 
really is no wonder that he has had to wait so long to be Englished. 
As the translators rightly tell us in their preface, the book is 
“‘ more than normally difficult to translate ”’; I suspect, however, 
that the main reason for their lack of success lies in their failure to 
appreciate precisely in what it is that the difficulty consists. 

Their view of the matter is stated as follows : 

“The difficulties that we have encountered may be 
attributed in part to the fact that Menger was a pioneer 
attempting to express ideas and concepts for which he could 
find no exact words in the economic literature of his day. 
He therefore coined a considerable number of new expressions, 
many of which have been superseded by more modern terms— 
this is not to imply that his ideas had only a transitory 
influence, but only that a more apt terminology for their 
expression was later devised. In a number of instances 
these expressions were untranslatable compounds or words 
for which no exact English equivalents exist.” 

My view would be distinctly different. 

Menger was a good deal more than a “ primitive.”” He was 
writing on a subject which was just beginning to acquire a con- 
siderable literature in English, and which has by now a vast 
literature. But he had a different approach from the one which 
has become dominant in English. Nearly all modern English 
writing on value theory is at least semi-mathematical, while 
Menger’s is as non-mathematical as is consistent with clarity 
of argument. A semi-mathematical argument is easily trans- 
lated from one language to another ; terms have exact equivalents, 
ultimate reference to mathematical symbolism serving to keep 

















1951] MENGER: PRINCIPLES OF ECONOMICS 853 


the equivalence exact. The translator of Menger does not have 
this advantage ; he has to face the ordinary difficulties of literary 
translation, with the added difficulty that the words which he can 
hardly help using are words with regular meanings that have been 
given to them by a school of economists whose habit of thought 
is different from Menger’s. Menger’s thinking refuses to fit into 
these categories. The obvious translation of his terms is therefore 
very frequently a wrong one. The English expression has 
acquired implications which the corresponding expression in 
Menger does not have. 

There is, however, no need to be mystical about the difference 
between Menger’s thought-language and ours. His lack of 
mathematics led him to overlook some important things which 
leap to the eye as soon as one uses the mathematical method ; 
his innocence of any suspicion of the problem of oligopoly is one of 
the great contrasts between his theory and those of (say) Cournot 
or Edgeworth. But, on the other hand, the absence of mathe- 
matical simplification gives him a beautifully direct approach to 
some problems which are again in our own day being forced upon 
the attention of economists—problems which do not go into 
mathematics easily, so that we are tempted to deal with them by 
the use of higher and higher mathematics !_ Menger never attempts 
to simplify by assuming continuity and divisibility; this cuts 
him off from Cournot and the followers of Cournot, but makes 
him much less remote than most of his contemporaries from some 
of our own modernists, such as (shall we say?) Samuelson or 
Arrow. Menger never assumes a perfect market, with consumers 
confronting a definite list of exactly defined and standardised 
commodities ; he does indeed claim that it is a special virtue of the 
marginal utility approach that it can allow for variations in 
quality as well as in quantity. To re-acquire this sensitivity of 
Menger’s we have had to wait for Chamberlin. Perhaps most 
important of all is his theory of marketability, which again fails 
to go easily into mathematics, but may still provide the easiest 
way of integrating into the body of a general economic theory 
such things as the Liquidity Preference of Keynes. 

A book such as Menger’s cannot be effectively translated into 
English by being forced into a terminology which is strange to it, 
and which—at its best—it transcends. To have invented new 
terms would have been difficult, and when so many near-equi- 
valents are to hand, seems hardly worth the trouble. But it 
would have been the safer course. 

Nuffield College, 
Oxford. 


J. R. Hioxs 
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The Theory of Economic Change. By K.S. Kerrsteap. (Toronto: 
The Macmillian Company, 1948. Pp. xi + 386. 25s.) 


Wirn disarming modesty, Professor Keirstead presents 
‘a collection of more or less related essays,’”’ claiming not that 
they say anything new, but only that they arrange “ what has been 
said before in a new form.” But the central subject of the book 
is one of the most important and the most difficult in economic 
science, and even if his book served only to underline the challeng- 
ing nature of this field, it would therefore be welcome. 

The term “economic change” may be used in different 
senses. Professor Keirstead is concerned, in the main, with 
“long run structural changes in the economy and their effects 
upon welfare,” and his ‘‘ point of departure is closer to that of the 
classical economists” than to that of many of his own con- 
temporaries. But whereas the classical economists had few 
methodological misgivings, Professor Keirstead feels compelled 
to discuss ‘‘Some Fundamental Concepts” such as causality, 
freedom, equilibrium, process and time. Some of this discussion 
may not affect very seriously the subsequent analysis, but it is all 
interesting and competent, and much of it is significant for the 
general development of economic theory. 

The primary function of political economy, it is suggested, is to 
define the “ areas of decision,” within which society has a limited 
degree of freedom to determine its own future. Here again 
Professor Keirstead feels himself close in spirit to the classical 
economists, who “ informed or pretended to inform the voter and 
the legislature of the physical and institutional laws that would 
determine the sequence of events and that fixed the possibilities 
of social judgment.” Such a viewpoint clearly requires working 
hypotheses regarding the future evolution of the principal data of 
the economy—hypotheses based either upon the extrapolation 
of recently observed trends or upon a theory of the causes of 
economic development. 

There is undoubtedly increasing support for this approach, but 
the superstructure that is raised on these foundations is rather 
disappointing. A summary of the views of Smith, Ricardo, 
Marx and Schumpeter on the role of certain factors in economic 
development leads to a chapter of six pages, entitled “‘ The General 
Theory of Economic Change.” The chapter begins with the 
following statement of the requirements of such a theory : 


“ A general theory of economic change must relate to the 
various major causes of change and explore their inter- 
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relationships, it must offer a - coherent account of how these 
changes work themselves out through the economic system 
and of their effects on welfare; it should examine the extent 
to which the given causes are within the order of economic 
causation and the manner and direction of their reaction to 
the process which they originate; and, finally, it should 
include the institutional channels through which the process 
operates, its effects on these institutions and the possibility 
and method of social direction of the development.” 


The rest of the chapter argues these points, succinctly and con- 
vincingly (though the difficulties inherent in the “ welfare” 
concept are not dealt with), and prepares the reader for an exciting 
excursion into what have hitherto been but the borderlands of 
economics. 

But these expectations are not altogether fulfilled. Part ITT, 
entitled “‘ Models of the General Economy,” is a study of the 
response of the economy to changes in population and to innova- 
tions separately, and then in combination, which resolves itself 
mainly into a critical examination of Professor Hansen’s “ stag- 
nation thesis.” To this is attached an appendix summarising 
recent work of various writers on the analysis of demand. Part 
IV, entitled ‘“‘ Models of the Firm,” sets out to examine how a 
single firm ‘“ behaves under conditions of temporal change.” 
The raw materials for this discussion are Carlson’s theory of the 
expansion path and Harrod’s “envelope curve,” enriched with an 
analysis of the shifts in marginal costs and revenue curves through 
time as innovations are adopted, and leading to the concept of 
“senility ” of firms, that is, “ conditions of monopoly in which 
technical advance ceases.” Part V presents an earlier study 
of “Temporal Shifts in Location: The Case of the Maritime 
Provinces of Canada,” showing how the Second World War 
reinforced tendencies already well established. 

Finally, in Part ™V, we are invited to consider “ Areas of 
Decision and Policy.” ‘rofessor Keirstead is especially concerned 
over “the characteristic process in the economy of the Western 
world .. . a rate of population growth declining to the point of a 
stable or actually diminishing population, with technical develop- 
ments which have increased the degree of monopoly and which 
create surpluses of a differential sort in the distribution of the 
final shares. ... Most of the urgent problems of the modern 
world,” he writes “ are connected with this economic development.” 
To the reviewer this seems an overstatement. Nevertheless the 
“areas of decision,” suggested by Professor Keirstead, certainly 
pose extremely important issues. They are: the control of 
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monopolies, the control of accumulated surpluses, the control of 
the business cycle and control of the location of industry. In the 
international field Professor Keirstead advocates programmes to 
raise living standards of backward countries, that go considerably 
further than President Truman’s Point Four. 

Advanced students will not regret spending some time on this 
book, even though it leaves many questions unanswered. 

E. Ronatp WALKER 
Canberra. 


On the Accuracy of Economic Observations. By Oskar MorGEN- 
STERN. (Princeton University Press (London: Geoffrey 
Cumberlege), 1950. Pp. ix +101. 12s. 6d.) 


PROFESSOR MORGENSTERN’S purpose in this valuable pam- 
phlet is to awaken economists to an understanding of the im- 
portance of errors in numerical data. Far too many economic 
statistics are stated to a number of figures giving a false impression 
of accuracy, and without any reference to possible margins of error. 
Even where the existence of errors is acknowledged, little attempt 
is made to study their possible size, their distribution and the 
degree of their correlation from year to year. The beginning of 
an understanding of this problem must be an identification of the 
possible sources of error. These Professor Morgenstern classifies 
under nine headings, but they may be condensed still further into 
three : 


(i) Failure to secure precise correspondence between the 
concept to be measured and the measurement made. This 
frequently arises because statistics are gathered for an 
administrative purpose, and then diverted to serve another 
purpose for which they were not originally designed. 

(ii) Failure of observers to observe accurately, and of 
machines to process and record accurately. 
(iii) Deliberate falsehood, intentional omissions, etc. 


The first part of the pamphlet is a discussion of these sources 
of errors, and it should be in the hands of many economic statis- 
ticians. Professor Morgenstern’s insistence on the need for clear 
thinking about the errors, even of apparently “exact” figures 
such as those of company accounts, is most valuable. It is where 
he turns, in the second half, to illustrate his theme that his results 
are less happy. In order to cause the economic statistician to 
bow his head in shame, Professor Morgenstern works out a number 
of percentage differences between different measurements of the 
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same events: as, for instance, the American and French estimates 
of the balance of visible trade between the United States and 
France in 1911, which differ by over 1,200% of the U.S. estimate. 
But on examination it looks as though differences of this order, 
where they are not due to the mere antiquity of the statistics, are 
due to differences of definition (e.g., in the treatment of freight 
charges) which any competent statistician would search out and 
eliminate. 

Again, Kuznets is quoted as authority for a calculation that 
national income estimates may be subject to an error of 10%. If 
this is true, it would nevertheless seldom be relevant; for in most 
of the uses of the national income it is the year-to-year changes of 
the total and its components which matter, and the error in the 
absolute total may well take the form of a constant bias. In fact, 
Professor Morgenstern forfeits some of the respect due to his very 
strong case by attributing to economic statisticians (by inference) 
follies of which they are not guilty. Yet his subject deserves far 
more attention than it has received, and we must be grateful to 
him for drawing attention to it. 

C. F. Carver 

Emmanuel College, 


Cambridge. 


The Post-war Financial Problem. By F. W. Patsu. (London : 
Macmillan, 1950. Pp. vii + 263. 15s.) 


In this volume Professor Paish has assembled a dozen essays 
written and published at different times since 1935. Nine of the 
essays deal with topics in the field of finance and banking; the 
other three deal with restriction of house rents, capital value and 
income and economic incentive in war-time. 

While the pre-war studies are concerned with subjects that 
do not attract attention to-day, it is advantageous to have them 
available in one book. Nor is their interest wholly historical. 
For example, that dealing with banking policy and the balance of 
payments exhibits analytical methods applicable to this country’s 
post-war adverse balance of payments problems. The concept 
of the marginal propensity to import developed in this essay is, 
in particular, a useful tool. Again, the discussion contained in 
the study of inter-\ar British floating debt policy throws light upon 
the war and post-war variations in Treasury Bills and Treasury 
Deposit Receipts, and helps to unravel the consequences of the 


cheap money episoee of 1946-47. 


No. 244.—vo.L. LXI. 3K 
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Coming nearer the present time, the essay on economic in- 
centive in war-time—published in 1941—made one of the earliest 
statements of the deterrent effects of high marginal income 
taxation upon incentive and effort. Such pioneering work 
deserves praise. And Professor Paish’s proposal to levy income 
tax, not upon the income a workman actually earns but upon 
what he would earn in a standard number of hours, is one which 
the lapse of time and the change of circumstance have not ren- 
dered otiose. The most recent study, the economic effects of 
restriction of house rents, is an effective demonstration of the 
resultant anomalies. There is no doubting the merit of Pro- 
fessor Paish’s suggestion to banish the restriction. But house 
rents are now so much a political issue that a proposal which does 
not take into account political considerations is unlikely to be 
accepted. Besides, can the problem of house rents be dissociated 
from the general problem of policy for the social services ? 

To turn to the studies of the post-war financial problem, the 
main issues raised are—how to bring about sufficient saving to 
finance the deficiency of voluntary saving relative to the capital 
requirements of reconstruction and subsequent increases of out- 
put, and how to deal with the inflation? Briefly stated, the 
remedy most favoured by Professor Paish is a budgetary surplus 
achieved by reducing State expenditure and increasing indirect 
taxation (especially Purchase Tax), accompanied by freedom for 
prices to rise to equate supply and demand. The remedy less 
favoured is to raise rates of interest and to reduce the supply of 
money. 

The case for pruning overgrown State expenditure has often 
been stated. But I wonder if we economists have given enough 
thought to the most appropriate ways of doing this? Professor 
Paish mentions a cut in the building of houses. But should we 
urge this baldly without fuller consideration of its reduction of 
labour mobility and of the wiil of inadequately housed work- 
people to work hard? Would it be more useful, and effective, 
to show that if the stock of existing larger houses were altered 
structurally, so that more persons could inhabit them, we could 
make do with fewer new houses—and devote less economic 
resources in total to housing? Again, do we not need to know 
more about what reductions of State expenditure could be under- 
taken without damage (or with least damage) to indispensable 
output? In particular, how far could net expenditure upon social 
services, and what kinds of State expenditure upon capital could 
be reduced without such damage? As for raising the rates of 
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indirect taxation (and especially Purchase Tax), recent experience 
suggests that this is less innocuous than may be expected— 
especially because not infrequently it incites or buttresses claims 
for higher wages. May it be wiser policy, therefore, not to ad- 
vocate that the State should undertake some 40% of total saving— 
in part through higher indirect taxation—but to investigate ways 
of increasing business and private saving ? 

The argument that prices should be free to rise to equate the 
supply of and demand for goods in order to guide the use and 
distribution of resources is strong. But is it justifiable to urge 
this in these earlier post-war years without also urging that the 
simultaneous and considerable increase of bank money should be 
checked? I wish that Professor Paish had given more attention 
to the problem created by the continued and gargantuan expansion 
in the supply of money in post-war times. In particular, I wish 
that he had said more about the inefficacy of the Capital Issues 
Committee and the Government’s directives to the banks in 
stemming the increase of bank money—and proposed a remedy. 

As for the book as a whole, it is a worthy volume. It is 
valuable both for its analysis and its thought. It contains a 
delightful store of aphorisms. Most of all, it is to be recommended 
for reading because it limns the post-war financial problem 
clearly, and makes an important contribution to its solution. 

JOSEPH SYKES 
University College, 
Exeter. 


Ownership of Industry. By HarGREAvVES Parkinson. (London: 
Eyre and Spottiswoode, 1951. Pp. 129. 21s.) 


Mr. PARKINSON is well known for his empirical studies of 
that otherwise rather neglected institution, the Joint Stock 
Company. To his Scientific Investment and Ordinary Shares is 
now added posthumously, a more intensive study of share- 
holding during the years 1941-42 in the thirty well-known British 
companies used for the Financial Times’ daily index of industrial 
share values, companies which may be taken as fairly typical of 
large industrial companies generally. The line of analysis is more 
or less pre-ordained by the facts. A sample cross-section of 
ownership in the companies (Chapters 2 and 3) shows a distribution 
of shares quite as unequal as the pre-war national distribution of 
gross incomes. The very few very large shareholders are there- 
fore usefully distinguished from the numerous medium and the 
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multitudinous small shareholders, and are righily subjected 
(Chapter 4) to further analysis. 

A short table (p. 51) puts the distribution of ordinary shares 
in a nutshell. 90-9°% of shareholders (with “small” holdings 
of £500 nominal or less) own 29-4%; 8-9% of shareholders (with 
“medium ” holdings of £501 to £10,000) own 40-0%; 0-2% of 
shareholders (with “large ” holdings of over £10,000) own 30-6% 
of total ordinary capital. With such an unequal distribution, 
computation of the average holding has little significance, but 
Mr. Parkinson unfortunately makes some play (pp. 18-22) with 
the calculation that the mean holding in all thirty companies 
was £312 nominal and its market value, £788. These share- 
holdings, he writes, ‘‘ are hardly of the type for which vituperative 
criticism of ‘the capitalist’ might have prepared us.” Apart 
from the fact that even the average capitalist owns more than one 
holding, the significant point surely remains that there are in 
the typical issue of ordinary shares a few very large holdings 
indeed, and that our eyes must be kept on their owners, who 
form only some 1 in 500 of all owners. 

This pattern of unequal share distribution and the consequent 
importance in voting power of a very few shareholders remains 
true when (as Mr. Parkinson usefully does in Chapter 7) nominal 
values are translated into market values; and is found true also 
(Chapter 8) of the pre-nationalisation coal companies and 
electricity supply companies, though less true of the railway 
companies. Admittedly, some of the large owners hide their 
identity by appointing nominees, but Mr. Parkinson finds 
(Chapter 5) that while, in his thirty industrial companies, 27% 
of large shareholders, holding over 10,000 shares, are nominees, 
holding 26% of the capital, 22% are named corporate holders 
(including industrial and insurance companies and investment 
trusts) and 51% are named persons, holding respectively 32% 
and 42% of the capital. 

Admirable as is Mr. Parkinson’s description and statistical 
tabulations of what he calls (Chapter 6) the anatomy of 
capitalism, his interpretation of the bearing of the distribution 
of shares on company control is open to severe criticism. Among 
the “‘ traits ” disclosed by the thirty companies (p. 60) he stresses 
“the amazing preponderance of small holdings, the absence of 
large holdings capable of exercising voting control and the 
extremely important tactical significance of the ‘medium’ 
holdings.” This significance is apparently based on the analogy 
of a Parliament or an electorate where a middle party with 40% 
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of the votes would certainly exercise control if between two wing 
parties, each with 30%. But shareholders’ meetings are hardly 
a Parliament or a constituency. With shareholders averaging 
12,000 more or less per company, living great distances apart and 
always able to sell out on the Stock Exchange, mere ownership 
does not, as Mr. Parkinson admits (p. 100), encourage “ a warmly 
corporate feeling.”” The average small and medium shareholder 
is ignorant or business-shy, or if business-like has spread his risks 
and has interests in many other companies. In consequence, 
absenteeism from shareholders’ meetings is of the order of 99%, 
and the absentee small or medium shareholders, whether they 
fill their proxy cards or not, are certainly not organised into any 
opposition party. As Professor Lionel Penrose has pointed out, 
(Statistical Journal, 1946) a small coherent group with a minority 
of votes can normally obtain the decision they want against an 
unorganised crowd of individuals with even a large majority of 
votes in aggregate, if the individuals are indifferent and it is a 
matter of chance, if they vote at all, which way they vote. 

The unequal distribution of shares points not to the control of 
the middle-sized holder, but, if there is any control by virtue of 
shares, to control by a few shareholders. The detailed tables 
and graphs given for some companies show that the percentage 
of shares held in large holdings of 10,000 shares or more varies 
widely, for instance, from Harrods with only 4-5% to Courtaulds 
with 35:3% and Woolworths with 75-1%. Where large holdings 
account for only a small proportion of the voting capital, a 
managerial revolution may have been accomplished with complete 
divorce of management from ownership. Plenty of large 
companies still exist, however, where the big risk-bearers, if they 
form a coherent group with family or other ties, may still, in the 
classical tradition, be in control; but certainly not the medium 
and small risk-bearers. In the last chapter on “‘ the Moral for 
Investors,”’ the dramatic appeal “ Investors Unite!” is, to say 
the least, Utopian. But if not for its moral, we are most grateful 
for Mr. Parkinson’s carefully documented story itself. 

P. SARGANT FLORENCE 

University of Birmingham. 
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Palace of Industry, 1851. By C.R. Fay. (Cambridge University 
Press, 1951. Pp. 156. 15s.) 


“For South Wessex the year formed in many ways an 
extraordinary chronological frontier or transit-line, at which 
there occurred what one might call a precipice in Time. As 
in a geological ‘“ fault,” we had presented to us a sudden 
bringing of ancient and modern into absolute contact, such 
as probably in no other single year since the Conquest was 
ever witnessed in this part of the country.” 


THis passage, quoted by Dr. Fay from Thomas Hardy’s 
The Fiddler of the Reels, sets out one of the main themes of the 
book. In the author’s own words, ‘It was the meeting of the 
world of Ned Hipcroft and of the American McCormick reaper at 
the Exhibition of 1851, which gave that year its peculiarly 
historical flavour.’ This mingling of the old and the new, of the 
world of coach and horses with that of the railway, of ancient 
crafts with modern mass production, is as fascinating to Dr. Fay 
as it must have been to contemporaries, and he uses all his great 
powers as an historian to bring it vividly before our eyes. 

The book opens with the genesis of the idea of the Exhibition 
in the minds of Henry Cole and the Prince Consort. Thence we 
are taken through the early struggles—the hostility of The Times 
and the raillery of Punch (“ Pity the Troubles of a Poor Young 
Prince ’’); the reluctance of the public to subscribe to a guarantee 
fund; opposition in Parliament suddenly hushed by the tragic 
death of Sir Robert Peel; difficulties over the site and with the 
plans—to the triumphant opening on May 1, 1851. There are 
brief but illuminating biographies of the principal figures 
associated with the Exhibition, Joseph Paxton, Henry Cole, 
Lyon Playfair and others. Our guide to the exhibits is really 
the Queen herself, for annotated extracts from her journal form 
a central chapter and cover the-whole period from the preparations 
in February to the closing of the Exhibition. 

Financially, the Exhibition was, of course, a great success, 
with over six million visitors and takings of £425,000. Dr. Fay 
discusses the attendance figures and estimates that, allowing 
for foreigners and for those who made several visits, some 17% of 
the total population of Great Britain must have seen the 
Exhibition; a truly remarkable achievement. The Prince 
Consort prayed that it “ may prove in its results to have been 
the means of advancing the happiness and prosperity not only of 
this, but of all other countries, and of strengthening permanently 
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and surely the bonds of peace and friendship throughout the 
world.” Others had doubts as to the reactions of the public, 
and Charles Dickens feared that they would be bewildered and 
left with a “feeling of boredom and lassitude.” It is easy in 
these days to belittle the results of the Exhibition, but Dr. Fay 
sees several substantial benefits arising from it. In strengthening 
“ the. bonds of peace ” it was no more nor less significant than 
the free-trade movement of which it was a part, but it gave a 
stimulus to new commercial methods (typified by William 
Whiteley), and it was a landmark in the history of British travel 
(Thomas Cook made his mark as excursion agent for the Midland 
Railway in Exhibition year). Perhaps most important, Dr. Fay 
sees it as a unifying influence in a country which had passed 
through a long period of social tensions, and in which the last 
Chartist demonstration was only three years ago. We learn, 
too, among many smaller benefits, that the Exhibition saw the 
birth of the public convenience, and that these amenities made a 
profit of £1,769. 

The permanent monument to the success of the Exhibition 
and to the vision of the Prince Consort is, of course, the 
educational work of the Commissioners, and the site in South 
Kensington which houses so many colleges and museums. The 
story of the Prince’s plans for the site and of its development up 
to the present time is, fittingly, the subject of a final chapter. 

This review can offer only a small sample of the good things 
which the book contains. The author draws heavily, and most 
entertainingly, upon contemporary sources, including the Royal 
Archives, the Queen’s journals and the Press, as well as on his 
own great fund of history. The result is a book at once scholarly 
and, as befits the occasion, festive. It is also beautifully produced 
and profusely illustrated. No professional historian is likely 
to read it without being delighted by new titbits of knowledge 
and new flashes of insight into the life of Victorian England, but 
it should also have a far wider appeal, and many who do not 
usually read economic history will certainly enjoy it. 

E. Victor Morcan 

University College of Swansea. 
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Essays in Leicestershire History. By W.G. Hoskins. (Liverpool 
University Press, 1950. Pp. vii +196. 20s.) 


Or these five distinguished essays on the social and agrarian 
history of Leicestershire, four have already been published in 
local Proceedings. They deserve to be collected and republished, 
for all, in different ways, illustrate a single theme of more than 
local interest: the disappearance, mainly in the sixteenth 
century, of medieval peasant society and its replacement by a 
new squire-dominated economy. These changes were par- 
ticularly sharp in the Midlands, where the impact of new econo- 
mic methods on an open-field system of tillage caused the greatest 
social dislocation. 

In the essay on the adjoining hamlets of Galby and Frisby— 
Danish settlements of the ninth century—Dr. Hoskins traces the 
records of their population over ten centuries and shows that, 
having increased from thirty-nine families in 1086 to forty-nine 
in 1381, it had declined again to twenty-two by 1563. By 1670 
there had been a recovery to thirty-eight families, but thereafter 
the decline is continuous, to nineteen in 1931. ‘‘ Nothing could 
illustrate more clearly the decay of the English countryside than 
these figures: the 1900 acres ... support today less than 
one-half the number of families supported in the 11th century and 
barely 40% of the number in the closing years of the 14th century.” 
But in this millennial history of decline the steepest fall is be- 
tween 1381 and 1563. It is interesting to note that this was also 
a period of notable differentiation in peasant wealth. ‘In 
Richard II’s time the wealthier peasants had paid two or three 
times as much tax as the poorer; in Henry VIII’s time they paid 
from ten to fifteen times as much.” These two processes—the 
decline of population and the separation of classes in fifteenth- 
and sixteenth-century Leicestershire—are illustrated on a wider 
field by the other essays in this volume. 

While Galby and Frisby declined, other villages disappeared 
altogether, and only aerial photography and ancient records now 
reveal their former existence. When Dr. Hoskins first published 
his essay on The Deserted Villages of Leicestershire, he had identified 
forty-eight sites; he has now raised the total to sixty. Their 
history is generally the same: decline through plague in the 
fourteenth century, followed by extinction through enclosure, 
generally in the period 1469-1550, and at the hands not of gentry 
but—as Sir Thomas More complained—of abbots. The prior of 
Launde, the abbot of Leicester, the abbot of Selby—these were the 
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great neighbours who, by purchase, lease or exchange, acquired 
sole control of whole villages and reduced them to private granges. 
The gentry were the continuators, not the initiators of the process, 
the inheritors, not the sole cause, of the peasant resentment which 
rose throughout the sixteenth century. 

The three other essays in this volume illustrate the social 
modifications that accompanied these agrarian changes. The 
fate of the yeomen and the clergy is illustrated from the inventories 
of personal property left in their wills. From these sources Dr. 
Hoskins shows that the prosperous gentry of the seventeenth 
century were often newly risen yeomen rather than old-established 
squires: the latter were indeed often selling out to these sudden 
rural nouveaux riches. The clergy, although their real income 
was in general maintained, suffered heavily from incidental 
causes, especially lay-impropriations and clerical marriages. (Dr. 
Hoskins’s conclusions on the Leicestershire clergy have been used 
somewhat too selectively by Mr. A. L. Rowse in his book, The 
England of Elizabeth, and it is therefore useful to have them thus 
available in full.) Finally, a new essay on “‘an Elizabethan 
butcher of Leicester ”’ illustrates the parallel changes in borough 
society. There too a new class dominates the local hierarchy : 
‘instead of the wool-merchant and the mercer—those typically 
medieval figures—we have the butcher-grazier, the tanner and the 
glover, all associated with the contemporary changes in farming.” 

The changes of the sixteenth century in Leicestershire reached 
their climax in the sudden, desperate Midland Revolt of 1607, of 
which Dr. Hoskins writes briefly but eloquently. But that was 
not the end of the process. At the time of the Great Rebellion it 
was in Leicestershire that the new Latimer, the Rev. John Moore, 
preached the cause of the peasants against their enclosing land- 
lords, in Leicestershire that Cromwell’s Major-General Whalley 
(whose relatives were absentee squires of Galby) sought in vain to 
realise it. Thereafter the victory of the gentry was final: the 
old peasant societies were really extinct. Dr. Hoskins has illu- 
strated the process of their extinction. 

H. R. TREVOR-ROPER 


Christ Church, 
Oxford. 
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Wealth of Colonies. By W.K. Hancock. (London: Cambridge 
University Press, 1950. Pp. 81. 7s. 6d.) 


Ir is gratifying to have available in published form the two 
Marshall lectures delivered in Cambridge by Professor Hancock 
in 1950. This is a small book, but it treats of problems of great 
political and economic significance. Professor Hancock’s central 
theme is the complexity of the factors influencing economic 
development and the importance of the proper recognition of the 
interaction of economic, social and political forces. This theme 
also runs through Professor Hancock’s other writings, but is 
rarely developed to greater advantage than in the first of these 
lectures. 

The thesis is illustrated with reference to economic develop- 
ment in four territories in the nineteenth and twentieth centuries ; 
Tasmania, West Africa, Japan and Burma. The rapid develop- 
ment of both Tasmania and Japan are regarded by Professor 
Hancock as unquestioned success stories; West Africa as an 
instance of rapid and, on balance, successful economic growth ; 
while the economic development of Burma he regards as an 
instance of comparative failure. The argument is presented 
very concisely, yet the significant causal influences and the most 
instructive lessons are made to emerge clearly. Both in argument 
and in presentation the second half of the first lecture is masterly, 
though in places it requires careful reading to get the full benefit 
of the compressed and yet cautious argument. The little-known 
episode of the successful development of Tasmania from 
unpropitious beginnings in the second quarter of the nineteenth 
century, “trivial history in its scale but not in its significance ” 
(p. 21), is presented in about a thousand words, and provides an 
illuminating example and illustration of the process of economic 
growth. Private initiative, especially the enterprise of traders, 
seems to have acted as a major driving force in this instance; 
in Japan, on the other hand, state action played a prominent and 
apparently beneficial part. For various reasons, notably the 
physical distance, absence of mandate or colonial relationships, 
language difficulties, political hostility, the experience of Japan 
and the lessons to be learnt from it have received less than the 
proper share of attention in discussions on development. 
Professor Hancock’s suggestive remarks, together with Professor 
G. C. Allen’s work to which he refers, may help to ensure greater 
prominence to this experience in future discussions on 
development. 
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The second lecture deals principally with current problems, 
policies and measures in the British Commonwealth, especially 
in the colonies, germane to development and welfare. Professor 
Hancock draws attention to the dangerous temptation of 
exploiting the colonies by the use of import and export controls. 
“We may then see missionaries of full employment transformed 
into crusaders of imperial preference. . . . Colonial peoples are 
poor; we should prove ourselves unjust stewards if we allowed 
ourselves to drift into a trade policy which in its net effect was 
an incubus upon their earning power and standards of living ” 
(p. 51). The very high rates of import duty on foreign (non- 
Empire) manufactures in certain colonies (Sierra Leone for 
instance) suggest that this danger is not purely hypothetical. 

Professor Hancock’s approach and method are perhaps not 
quite so successful in dealing with this type of problem as when 
he discusses deeper and broader influences, especially in an 
historical setting; and it is not easy to agree with all his 
arguments in his review of recent policies and measures. 

It is not perhaps quite as difficult to ascertain, as Professor 
Hancock suggests, whether ‘just prices”? were paid by the 
British purchasing departments for West African produce during 
and after the war. For a number of years, including post-war 
years, the price paid by the Ministry of Food for West African 
groundnuts was far below the price paid for bulk supplies (not 
marginal quantities) of Indian groundnuts; the price paid by the 
Ministry of Supply for Nigerian cotton was far less than was paid 
for much larger supplies from elsewhere; and much the same 
applied to palm oil and certain other commodities as well. 

In his references to the West African marketing boards, 
Professor Hancock is more cautious than most observers. But 
he seems to regard it as self-evident that they have brought 
stability to producers. Unfortunately this is by no means certain 
or unambiguous. Inter-seasonally the fluctuations by means of 
discontinuous changes are now wider than before the War. 
Since their inception the cocoa boards have quite clearly 
de-stabilised producers’ incomes between seasons; the amounts 
paid out to farmers have fluctuated more from year to year than 
if the total net proceeds of the boards had been paid out. The 
concept of stabilisation is far from unambiguous, and different 
results emerge if the aim is stability of prices or of money incomes 
or of real incomes. Again, the measurement of stability bristles 
with difficulties. The standard of reference may be the frequency 
of changes or their extent; and it may refer to absolute or to 
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proportionate changes. Moreover, the whole concept is meaning- 
less without ideas of the period over which stabilisation (of what- 
ever is to be stabilised) is to operate and without reference to the 
relation of stabilised prices to open market prices. Stabilisation 
at extremely low levels is of little practical merit. 

From some passages (e.g., p. 54) it might be inferred that as 
the boards represent producers they can therefore be expected to 
act in their interests. This seems to overlook the divergence of 
interests between the boards and their executives or the one 
hand and the masses of producers on the other. The former 
are only too likely to be more interested in the organisations as 
such rather than in its unorganised constituents; this has indeed 
been a conspicuous feature of their operations. The producers 
have now been severely underpaid for ten years; and in recent 
years producers of some of the most important crops have 
received about one-half or less of the commercial value of their 
produce. The position of the important classes of producer is, 
as a result of the price policies of the marketing boards, actually 
worse in real terms than it was in the mid-1930s. The producer 
prices of groundnuts, cotton and palm produce have risen 
appreciably less since 1935-37 than the price of imported textiles. 
The effects of this policy cannot fail adversely to affect the long- 
term competitive position of these producers. The references to 
the large balances of the marketing boards (i.e., the fruits of 
large enforced capital exports, of compulsory unrequited exports, 
which are steadily depreciating in real terms) as “ useful sums 
salted away ”’ (p. 63) do not seem to give quite the right emphasis. 

Some remarks in this lecture suggest that Professor Hancock 
appears to object to the financing by European firms of middle- 
men and intermediaries in produce buying. These credits 
represent the partial financing of the collection and movement of 
the crops by European capital. This process has greatly assisted 
in the development of the West African colonies, and is the 
corollary of the absence of a substantial local capitalist class. 
Professor Hancock’s references to the pre-war marketing system 
as a medley of unorganised producers facing a few highly organised 
firms does less than justice to the influence of competition in 
protecting the producer under the conditions of free entry into 
produce buying which certainly applied to groundnut and cocoa 
buying. Indeed, to some extent the emphasis here is in conflict 
with Professor Hancock’s own analysis in A Survey of Common- 
wealth Affairs. But again on these problems too Professor 
Hancock is more wary and cautious than most observers. 
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The writing is concise and necessarily compressed, and the 
attentive reader is likely to derive benefits which will escape 
those whose reading habits are more casual. But the urbanity 
of style and general excellence of presentation make these lectures 
as agreeable reading as their material renders them valuable. 
At times the argument seems hesitant and halting; but this is 
intentional, since Professor Hancock, unlike many others who 
have addressed themselves to these matters, is so obviously aware 
of the complexities of his problems and of the interaction of 
various influences operating at different planes; and he belongs 
to those who prefer to be vaguely right, rather than precisely 
wrong. His approach is the result of penetration and under- 
standing and not of their absence. But these remarks are 
intended only for those not already familiar with Professor 
Hancock’s writings. 
P. T. BavER 
Gonville and Caius College, 
Cambridge. 


William Cunningham : Teacher and Priest. By AupREY CuN- 
NINGHAM. (London: S.P.C.K., 1950. Pp. xiii + 146. 
12s. 6d.) 


“‘ 'WENTY-FIVE years have elapsed since I first began, almost 
accidentally, to devote myself to English Economic History. 
Since then I have given my best energies to it. . . . I had little 
idea at first of the wide range of the subject, or of the amount of 
time which must be spent to depict any incident in its proper 
colouring and to draw their full significance from illuminating 
details. I now realise these difficulties so far, that it is with a very 
deep sense of its limitations and deficiencies that I put forth this 
contribution to the story of the Growth of English Industry and 
Commerce.”” So Cunningham wrote in 1903 in the preface to the 
third edition of his great book. By that time the magnitude of 
his work was recognised. He had opened the way to new his- 
torical studies and laid the foundations of a new subject. His 
place among the great English historians was secure, and he had 
won a high reputation in the whole Western world. In Cambridge 
he had been, together with Seeley, Maitland and Acton, a founder 
of the Historical School. 

His economic history is his principal title to fame, yet it was 
but a part of the activities of his life, and he entered upon it, as he 
says, “almost accidentally.” This biography is thus a very 
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welcome book, for Cunningham was not only one of the most 
versatile but also one of the most arresting figures in Cambridge 
for a quarter of a century, and we have particularly to thank Miss 
Cunningham for all that she has been able to contribute on the 
personal side of her father’s varied and interesting life. 

Born in Edinburgh in 1849, the son of a Writer to the Signet, 
he graduated in Arts in Edinburgh University. As an under- 
graduate he was attracted to philosophy and came to Cambridge 
to read the Moral Sciences Tripos. In this he was bracketed in 
the first place in 1872 with Maitland, a lifelong friend. But in 
philosophy there was no opportunity of an academic career in 
Cambridge, and he found his first employment in connection with 
the University extension movement and in teaching for the paper 
in Political Econcmy and Economic History in the newly founded 
Historical Tripos. So, by force of circumstances rather than 
choice, he entered the field he was to make his own. 

Travel stimulated his ever-active mind. From a journey to 
India he returned with new conceptions of economic development, 
as from America later with new ideas in political science. The 
earlier experience was far the more fruitful in his intellectual 
growth, for he never acquired the range of political knowledge 
to formulate new lines of thought in that field, as he did in economic 
history. 

To provide a book for his students he embarked on what became 
the first connected account of English economic development. 
What had been the source of England’s wealth and progress ? 
Such was the great theme gradually elaborated. His work was to 
show the inter-relation of political and economic policy, the part 
played by State action in the development of English industry 
and commerce, and to present the story in its sequence as a 
growth the causes of which could be analysed and described. So 
emerged the outline of a new story the many problems and scenes 
of which succeeding generations have worked upon and elaborated. 
And the theme moved him not only as historian but also in its 
bearings on politics and the Christian life. As a young man he had 
interested himself in political and religious issues, and he felt so 
strongly the religious vocation that in 1874 he was ordained in the 
Anglican Church, leaving the Church of his fathers. The three 
interests were woven in the pattern of his varied career. 

What he might have achieved in philosophy, politics or the 
Church, had he given himself wholly to any one of these callings, 
we do not know, for the philosopher had become a historian 
because there was no living in philosophy, and the historian was 
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to be drawn more and more into ecclesiastical work because there 
was no place in history worthy of his achievement; in the Church 
he never attained high rank, for the fortunes of politics ousted his 
party from power. But such are the turnings which the life of the 
individual and the course of history follow. Certainly Cunning- 
ham might have achieved a great deal more in History had he 
become a Professor, and the Cambridge History School would no 
doubt have borne even stronger marks of his forceful personality. 

Tracing through English history the close relation of political 
and economic policy, he had come to favour in the circumstances 
of his own time a greater measure of Government direction of 
national policy in trade and industry, as opposed to Marshall 
(with whom he seldom saw eye to eye), who had less confidence 
in the wisdom and efficiency of Government control. 

His part in the Tariff Reform movement was an interesting 
episode in his career. He seized the opportunity to cross swords 
with the almost unanimous body of economists and pitted his 
history against their theory. He seems not to have been dis- 
satisfied with the result of the argument, though it was not the 
view of the free-traders that he had had the best of it. But the 
times were against him, and though Cunningham was a real asset 
to the Tariff Reformers, and did in fact produce some interesting 
and stimulating studies, the controversy little affected the course 
of his career or the event in national politics. He gave the im- 
pression of enjoying it. 

As the years went on, the prospect of high academic recogni- 
tion faded. Divinity and Philosophy passed him by, and History 
had nothing to offer. So he drifted into the stream of ecclesiastical 
work and accepted the Archdeaconry of Ely, still keeping touch 
with politics and strengthening his Conservative views in the 
menacing years that preceded the First World War. 

Cunningham’s opinions are to be found spread through his 
multitudinous writings. Yet if letters have survived, one would 
have welcomed their freer personal expression, for he had always 
something of interest to say. He was a fine teacher, kind and 
generous with young men, an impressive speaker, shrewd and 
forcible with harsh and powerful voice, and always “a bonny 
fighter.”” He died “ unchanged and unconquered ” in June 1919. 
Certainly he was one of the most attractive and influential figures 
in Cambridge in what Mr. Salter in his interesting preface to the 
book describes as “‘ the golden age of the years before 1914.” 

A list of Cunningham’s books and papers completes the 
volume. Beginning with The Influence of Descartes on Meta- 
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physical Speculation in England, 1876, and ending with the post- 
humous publication of The Story of Cambridgeshire as told by Itself, 
1920, it reveals the wide range of his interests—historical, philoso- 
phical, theological, political. Few men can have done so much in 
so many fields for less recognition than fell to him. 


E. A. BENIANS 


St. John’s College, 
Cambridge. 


John Stuart Mill and Harriet Taylor: their Friendship and Sub- 
sequent Marriage. By F. A. Hayek. (London: Routledge 
and Kegan Paul, 1951. Pp. 320. 18s.) 


THE influence of Harriet Taylor on John Stuart Mill has for 
long been misjudged. Since she did not conform to the Victorian 
ideal of womanhood, she was shrugged off as a pretentious blue- 
stocking responsible for that regrettable streak of sentimentality 
which, Leslie Stephen thought, “ vitiated Mill’s morality.” 
The picture, however, which materialises in Professor Hayek’s 
edition of their correspondence is the exact obverse. So far from 
being sentimental, Harriet Taylor possessed a tough mind and 
hardened Mill in his radicalism and rationalism. So far from 
Mill’s acknowledgments to her in the Autobiography being the 
gross exaggerations which his contemporaries believed them to 
be, she was in fact responsible for many lines of thought charac- 
teristic of Mill’s peculiar modification of utilitarianism. What 
could be more characteristic than this exhortation written by her 
in 1832: “It is for you ... to teach such as may be taught that 
the higher the kind of enjoyment, the greater the degree ’’ ? 

So much Professor Hayek explicitly establishes in this scholarly 
edition; and by his restraint and absence of pedantry he adds 
to the reader’s pleasure by permitting him to judge the rest. 
What else emerges? Firstly, that these letters suggest very 
strongly that Mill’s friendship with Mrs. Taylor was a union of two 
souls only, a defiant avowal of equality between the sexes and, as 
she put it, “an edifying picture for those poor wretches who 
cannot conceive friendship but in sex.’ This abstinence may 
account for her power. ‘Women,’ mused Dinesen, “ when they 
are old enough to have done with the business of being women and 
can let loose their strength, must be the most powerful creatures 
in the whole world.”’ Harriet Taylor was one of those women who 
captivate their intimates and yet at the same time dominate 
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them. She usually managed to put them in the wrong. “If 
she is ever out of spirits it is always something amiss in me that is 
the cause,” wrote Mill. To her husband, sickening with cancer, 
who begged her not to leave on a continental trip with Mill, she 
said, “I am very sorry to find you say that you are sorry I am 
going to Pau. I can assure you I do not do it for my pleasure, but 
exceedingly the contrary, and only after the most anxious thought 
—Indeed I am half killed by intense anxiety [which] has given me 
. . . 80 intense a headache that I can scarcely see to write. How- 
ever it is only one of the vexations I have to bear... .” She 
resented any suggestion that her conduct was not governed by the 
highest ideals, and wore her opponents down by argument. 

Her ideals were, indeed, lofty. ‘‘ Human nature... seems to 
me to attain its finest expression only when in addition to a high 
development of the powers of intellect, the moral qualities rise 
consciously above all—so that the being looks down on his own 
character with the very same feelings as on those of the rest of the 
world, and so desiring the qualities he thinks elevated for them- 
selves wholly unmoved by considerations proper to any portion 
of the race, still less so to himself.” She looked down not only on 
her own character but on that of everyone else. She turned and 
rent poor Holyoake for asking Mill to finance a university career 
for him in language as priggish as that of the Evangelical bigots 
whom she despised: his letter, she declared, was vulgar and 
untruthful—and so it may have been, if one pays no attention to 
any portion of the human race but judges all men in relation to an 
idealtype. Millsuffered, as well as benefited, from the relationship. 
The unloved child of the Autobiography was thawing a little in 
society, but she appears to have sharpened, rather than soothed, 
the touchy, over-scrupulous side of his nature, and cut him off 
from those friends who were suspected of having gossiped in 
the early days of their friendship—which meant, in practice, from 
nearly allofthem. She drove him in on himself and on herself. 

Yet, perhaps, this was fortunate; for the tensions in Mill’s 
mind, which she did little to resolve, foreed him to write. Nothing 
emerges from the correspondence to suggest that she wrote first 
drafts or made major contributions to Mill’s work, but she provided 
that outspoken, clear criticism, together with ceaseless ideas and 
suggestions, which, when they come from an intimate friend or 
lover, are perhaps the only kind of criticism which is really helpful 
to a creative mind. Such partnerships are common in the 
academic and literary world, and it is impossible to assess what 


each gains from the other, or how much they lose. Mill corded 
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his debt to Harriet Taylor in such extravagant terms that he has 
been generally disbelieved; but Professor Hayek has given us a 
glimpse of all that remains of the continuous converse between these 
two minds of which Mill wrote that he was the “ interpreter of the 
wisdom of one whose intellect is as much profounder than mine as 
her heart is nobler.” In the sense that Harriet Taylor was less 
cautious, more convinced of the perfectability of man, and that 
she forced Mill to construct the arguments which supported and 
led to her conclusions, this may be true. 
Nozt ANNAN 


King’s College, 
Cambridge. 

















NOTES AND MEMORANDA 


Eveorriciry Tarirrs—A ComMMENT ! 


Ir is very refreshing to read an economist’s attempt to solve 
pricing problems, based on a close study of the industry, in place 
of the usual advocacy of panaceas so general as to be valueless. 
Mr. H. S. Houthakker’s article is very interesting and informa- 
tive; but as I found difficulty in following some of his reasoning, 
and as I doubt some of his conclusions and implications, I offer 
the following comments and queries. 


I. The Distribution of Real Income and Discrimination 


Mr. Houthakker 1 begins by assiming fixed money incomes, 
and claims that, given this assumption, any change away from 
an ‘“‘ optimum ” position will harm someone and benefit no one. 
But this conclusion depends on other assumptions too. It 
depends on the assumption that the relative prices of all other 
goods remain unchanged; which is unlikely to be true. More 
seriously, it depends on the assumption that in an “ optimum ” 
situation all consumers pay the same price. Mr. Houthakker 
himself shows this to be impossible; peak-users mv3t pay more in 
an “optimum ”’ situation, and would benefit by a move to an 
“inferior ” situation. If, at the peak, electricity is rationed (by 
shedding), then rich peak-users might lose by the movement to 
the “inferior” situation, but poorer peak-users would certainly 
gain. There is no doubt that a shift from one to the other of any 
pair of tariff policies discussed by Mr. Houthakker would harm 
some people and benefit others. His discussion of the effects of 
price changes on real income distribution bears little relation to 
the facts. 

In discussing the fact that some consumers may pay more 
than long-run marginal cost, and some less, under a two-part 
tariff (because the standing charge cannot be very well correlated 
with capacity costs caused) Mr. Houthakker writes “in this 
context we need only say that it is not the business of an electricity 


1 See H. S, Houthakker, ‘Electricity Tariffs in Theory and Practice,” 
Economic JOURNAL, March 19651. 
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concern to redistribute incomes in this arbitrary fashion.” Of 
course not; its business is to produce and sell electricity. But 
that does not alter the fact that any business decision is almost 
certain to harm some people and benefit others. If the resultant 
arbitrary revistribution were a serious objection changes could 
never be made. I can make sense of this objection to the two- 
part tariff only on the assumption that Mr. Houthakker thinks 
(in common with Professor Arthur Lewis) that consumers ought 
to pay long-run marginal costs; or, to put the same point in 
persuasive language, that there should be no discrimination. 
What reasons are there for this disapproval of “ discrimination,” 
* there being little evidence in this case that it is much recognised 
or seriously resented ? 


II. Marginal versus Average Cost 


Mr. Houthakker stresses that policy should be such as to make 
long-run marginal cost equal to price, and considers that it is, 
unfortunately, rather usual to take a short-term view of marginal 
costs. He does not discuss what he means by long-run marginal 
cost. But in giving his reasons for postulating an increasing 
long-run marginal cost of electricity production he includes such 
influences as decreasing returns to coal-mining and the necessity 
of choosing ever inferior sites for generators. Now the theorem 
that marginal cost should equal price is valid only if the supply 
of factors is assumed to be perfectly elastic. The assumptions 
thus appear to be in conflict with the professed theory. From 
other parts of the article, however, it appears fairly clear that by 
“long-run marginal cost’ Mr. Houthakker really means “ the 
average unit cost of a certain finite addition to output.” But 
since he dismisses indivisibilities as unimportant this can be 
equated to average cost. The usual theorem is that, apart from 
indivisibilities and management difficulties, long-run average 
cost and long-run marginal cost diverge only as a result of in- 
creasing factor rents. This appears to be Mr. Houthakker’s 
case. It follows that long-run average cost is a more appropriate 
guide than long-run marginal cost. This point is entirely un- 
important in practice, because the B.E.A. would scarcely allow 
for the increased price of coal which it might cause by increasing 
its investments. It is mentioned only because Mr. Houthakker’s 
conclusion that “the marginal cost principle is the appropriate 
long-term basis for electricity supply” might be thought to 
conflict with the views of those who advocate average-cost pricing 
as a general rule. 
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III. Short-run and Long-run 


In spite of the fact that he rather despises short-term con- 
siderations, Mr. Houthakker’s most important conclusion can in 
fact be derived entirely from short-run “welfare” theory. 
This can be seen as follows : 

Assume that capacity is fixed so that there can be no question 
of the cost of additional capacity arising. As Mr. Houthakker 
shows, it is clear that electricity at different times cannot be 
considered to be the same good. Orthodox short-term theory 
then requires that each different good (6 a.m. electricity, 7 A.M. 
electricity, etc.) should, if possible, be produced in amounts 
such that short-run marginal cost equals a price which equates 
supply and demand. Given clock-meters (assumed for the 
moment to be costless), it immediately follows that the price of 
each hour’s electricity must either be equal to (marginal) energy- 
cost or be just sufficiently higher to equate demand to peak- 


capacity supply. 
IV. Over-investment 


But clock-meters may be too costly, i.e., the benefit, if any, 
derivable from getting the “optimum” relative output of 
electricity in different periods may not compensate for the cost 
of the meters. In this event Mr. Houthakker favours a flat-rate 
unit charge, as opposed to a two-part tariff, on the ground that 
consumers are not, in the latter case, paying for the additional 
capacity they cause. Thus he writes : 


“Tt will be argued here that a two-part tariff involves 
prices very much less than long-term marginal cost... . 
Now if other industries charge more than their long-term 
marginal cost this will result in * too little of their products . . ., 
and consequently in too much electricity.” 


1 Mr. Houthakker finds himself on the horns of a dilemma over this question 
of short- and long-run marginal cost. On p. 13 he argues that a two-part tariff 
cannot be “ optimal ” because the unit charge (equal to short-run marginal cost) 
is less than long-run marginal cost. The consumer would be better off if the 
standing cliarge were returned to him and he could buy electricity at average cost 
(or long-run marginal cost). On p. 14 he finds that the flat-rate system is not 
ideal because it fails to stimulate the most effective use of capacity. In other 
words, it is not ‘‘ optimal ’’ because the unit price (equal to long-run marginal 
cost) is greater than short-run marginal cost. Formally, though not in practice, 
the dilemma is easy to solve. It arises only from the recurrent fallacy that 
‘* welfare ’’ theory requires that price be made equal to marginal cost. What it 
requires is that output be expanded from a given plant if short-run marginal cost 
is less than a price which equates supply and demand; and that capacity be 
expanded if expected long-run marginal cost is less than expected price. 

2 My italics. 
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To this, the answer of the short-term marginal theorist is that 
the problem of whether or not to increase capacity is quite distinct 
from the problem of how best to use a given capacity. It is mis- 
leading to speak of peak-users causing increased capacity. The 
decision to increase capacity is not automatic; this should be 
especially true of public enterprise. 

Although the above objection is sound in itself,1 it is by no 
means compelling, because (among many other reasons) it leaves 
no workable investment criterion, as I have stressed elsewhere.* 
I have also suggested that short-term marginal cost pricing is 
likely to lead to over-investment,* as has Mr. T. Wilson * and Mr. 
Crosland,® unless some restraining influence is present. This is 
also Mr. Houthakker’s fear. But in the present case there might 
appear to be an obvious restraint in that the B.E.A. must cover 
total costs. Mr. Houtbakker rightly sees that this is not neces- 
sarily an adequate restraint. The argument may be put most 
simply as follows: consider a finite increment of capacity. 
The resultant increase in output ought to pay for its own total 
cost. But, even if it could not do so, the B.E.A. could still cover 
total costs by raising standing charges, thus partly paying for 
the increment of output from consumers’ surplus on the previous 
output. 

This argument is valid. But is it sufficient to prove that 
there is a danger of over-investment in electricity? There are 
many other considerations. Will not a rise in the standard of 
living, and in real wages, result in a disproportionate increase in 
the demand for electrically operated household appliances, as a 
result of both income and substitution effects? Again, an 
increase in rural electrification is thought desirable. Also present 
high rates of tax on electrical appliances must be considered. 
Then there are external economies; problems of the distribution 
of industry may be ameliorated by, and productivity increases 
depend on, an increased use of electrical power; ® and Zurich is 
cleaner than London. Against this may be set the fact that (in 
terms of coal consumed) the electric fire is the least-efficient form 
of continuous space-heating there is. 

But the reports of the B.E.A. show that they are very much 


1 It is, of course, the solution of Mr. Houthakker’s dilemma mentioned above. 

2 Cf. A Critique of Welfare Economics, ch. XI. 

3 Cf. loc. cit. supra. 

“ Cf. Economio JournaL, December 1945. 

5 Cf. Oxford Economic Papers, January 1950. 

* This may, or may not, be an external economy, depending on whether 
entrepreneurs are sufficiently alive to the possible benefits of electrification. 
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alive to the above kind of consideration; perhaps too much 
alive. For it must be admitted that if a position were reached 
in which the demand for electricity were more or less static, then 
a danger of serious over-investment would exist. One can 
certainly say that, in such a situation, there would be too much 
capacity if the B.E.A. had succeeded in meeting all demands 
resulting from a universal two-part tariff with the unit charge 
equal to, or only very little greater than, energy cost. Yet this 
is the emphatic aim of the Authority. It cannot be right to have 
enough capacity to meet, at prices equal to energy costs, a peak 
demand which may last only for an hour or two a day, in one or 
two months every few years. 

Even if there is no immediate risk of absolute over-investment 
Mr. Houthakker’s case for claiming that present policies tend in 
that direction is very convincing. It is supported by the B.E.A 
reports. Although they “ would not wish to be regarded as mere 
vociferous claimants to scarce resources ” they plainly are voci- 
ferous claimants. Investment on fixed electricity assets in 1950 
was 12% of all such investment, and consternation that the 
Government would not permit substantially higher investment 
is evident from the second report. 

Nevertheless, Mr. Houthakker does not convince me that this 
is one of the cases where an attempt to get a short-run “ optimum ” 
use of capacity inevitably leads to long-run harm. Surely, if it 
becomes necessary, the B.E.A. can be restrained, without resort- 
ing to the reintroduction of flat-rates. Mr. Houthakker himself 
suggests that “‘proper”’ accounting (depreciating at replacement 
cost) would have required an extra £23 million in 1948. He also 
hints at interest-rate policy. But an increase in the Authority’s 
overhead costs would do little good, when it is clear that they 
could raise standing charges. Would it not be possible to lay 
down a maximum average standing charge per unit sold? This, 
in conjunction with the necessity of covering total costs, could 
provide an adequate investment restraint. The standing charge 
could be raised oniy when it could be proved that capacity costs 
for a given output, or consumer costs, had increased. 


V. The Peak-load Problem 


Mr. Houthakker’s final argument against the two-part tariff 
is that it increases the present peak-load problem. Here he is 
on much stronger ground. 

It is evident from Mr. Houthakker’s article that the short- 
run problem of electricity supply (and the peak-load problem is, 
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of course, a short-run problem even if it is with us for ever, as it 
should be) is that, in the absence of clock-meters, an electricity 
undertaking must charge the same price for all its different 
products (6 a.m. electricity, 7 a.m. electricity, etc.). Without such 
meters the price mechanism cannot possibly bring supply and 
demand into equilibrium for each product. Either supply must 
exceed demand for some periods, or demand exceed supply for 
others. Mr. Houthakker favours an excess of supply; the 
present system, and myself, an excess of demand. “ Welfare ” 
theory yields no answer. Either electricity is too expensive in 
off-peak periods or it is rationed by cuts and sheds at peak 
periods, neither being ‘“ optimal.” 

There would seem to be little doubt which most consumers 
would prefer, especially if one takes into account the fact that 
one would have to economise if the unit charge were high (economis- 
ing is uneconomical). But, as Mr. Houthakker points out, such 
rationing may cause unnecessary industrial dislocation. But 
given industrial load-spreading, and the fact that industry (and 
other urgent consumers such as hospitals) can be partly insulated 
from load shedding is this dislocation serious? If it is serious, 
what would be the cost of arranging circuits so that the sheds 
could fall almost entirely on domestic and other low-priority 
consumers? Such an arrangement might incidentally be of 
considerable strategic value. 

The problem, thus far considered, seems to me to boil down to 
weighing any unavoidable loss of production against the dis- 
advantages of a flat-rate tariff; or possibly to invest in clock- 
meters. 

VI. Clock-meters 


When clock-meters were mentioned above their cost was not 
considered. Mr. Houthakker considers their cost in relation to 
the capacity cost they might save. He writes: “the time-of- 
day tariff will be successful if the additional consumer costs it 
calls for are less than the capacity costs it saves.” I cannot see 
the logic of this comparison. We need not spend £6 million, as 


1 It is often held that flat rates favour the small domestic consumer. But, 
with an economic man, and in the absence of cuts, this can only be because the 
standing charge is too high. It should be reduced until he does prefer the two- 
part tariff, so long as it does not fall below consumer cost—unless it is intended to 
subsidise him, If he does not prefer the two-part tariff with a standing charge at 
least equal to consumer cost then he was being subsidised before. In theory, 
the B.E.A. can always raise a larger contribution to overheads by a two-part 
tariff—without making the consumer worse off. 

(Mr. Houthakker comes to exactly the opposite conclusion from an identical 
argument! See footnote 1, p. 877 above.) 
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suggested, simply to save the cost of increased capacity. That 
can be done for nothing. Surely the relevant comparison is 
between their cost and either (a) the disadvantage of rationing 
electricity at peak periods or (b) the disadvantage of an inadequate 
use of capacity at off-peak periods. However much or however 
little capacity existed—within very wide limits—the clock-meter 
would be useful. The lower unit would be when demand ex- 
ceeded supply at all periods; the upper limit when all electricity 
could be supplied at short-term marginal cost without causing any 
excess of demand. The upper limit ought never to exist, so it 
can be concluded that there should be no danger of such meters 
being rendered useless by the investment achievements of the 
B.E.A. The case for their introduction certainly appears to be 
a very strong one. 

It should be admitted that if everyone were charged in this 
manner it might be held to redistribute real income regressively. 
But since the introduction of the time-of-day tariff must be 
gradual, it would naturally be applied first to large consumers ; 
to industry and commerce, where it would provide an incentive 
to the load spreading which already exists to some extent by 
agreement; then to large domestic consumers. Consequently 
for some time the income-redistribution effect would certainly 
be progressive. Very small domestic consumers might be allowed 
to continue with the two-part tariff for ever, because the cost of 
the meters might be excessive in relation to their consumption. 
Thus regressive effects would probably be avoided altogether. 
As the time-of-day tariff spread, standing charges would be 
lowered to keep the B.E.A. in balance. Until the time-of-day 
tariff was fairly general, shedding might still occur; for it 
might be inadvisable to “ discriminate,” sufficiently heavily to 
avoid shedding, against those with clock-meters, when there were 
comparatively few of them. Eventually standing charges 
should be reduced to equality with consumer costs (or below 
where subsidisation is deemed desirable).1_ It must also be noted 
that a time-of-day tariff would permit the successful introduc- 
tion of a time-of-year tariff as well,? and even the correlation of 
changes with temperature. 

All industrial dislocation, and consumer irritation, would be 
avoided. At the same time any worry that the above evils are 
likely to be solved by conspicuous over-investment would vanish. 


1 Subsidisation could also be affected where deemed desirable by retaining the 
two-part tariff. The cost of all such subsidies should be paid by the Govern- 
ment. 

2 See Houthakker, loc. cit., on the reasons for the failure of the Clow differential. 
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The B.E.A. could increase capacity only if the increased electricity 
produced could pay for itself. This is in contrast to the present 
position in which an increment of capacity can be paid for, in 
effect, out of the electricity produced by already existing capacity. 
Also I cannot see any reason why such a system should lead to 
under-investment. If any such danger developed, it could very 
easily be removed by permitting standing charges to be raised 
a certain percentage above consumer costs. 


VII 


To conclude, Mr. Houthakker has unearthed an interesting 
possibility of absolute over-investment. He sees the two-part 
tariff as the cause, and would prefer a return to flat-rates in the 
absence of a time-of-day tariff. I have suggested that the ad- 
vantages of the two-part tariff can be combined with any desirable 
limitation of investment by controlling standing charges? (in 
conjunction, of course, with the requirement that the B.E.A. 
covers total costs). I agree with Mr. Houthakker that the time- 
of-day tariff appears very much worthwhile. At present such 
devices as clock-meters appear to be regarded with deep alarm 
and suspicion.2, But they might well be preferred to my sugges- 
tion of controlling standing charges. 

If, as Mr. Houthakker suggests, a reliable clock-meter of 
reasonable longevity can be produced for an extra £5, the case for 
its introduction appears almost overwhelming. It would probably 
never be necessary to apply the time-of-day tariff to more than 
20% of all consumers (probably over 80% of all electricity). This 
might eventually cost £20-25 million. There would be little 
danger in their gradual introduction, since the secular increase in 
demand makes it improbable that the B.E.A. would, in the 
meantime, have invested beyond the upper limit discussed above 
—and even if they had, demand would, in time, catch up. 


Trinity College, I. M. D. Litre 


Oxford. 


1 As Mr. Houthakker points out, the two-part tariff now tends to cover 
capacity costs from fixed charges to a much greater extent than before the war. 

* Cf. Sir John Hacking, as reported in The Times, April 19, 1951: ‘“* The 
Authority was being pressed to consider means of artificially limiting the demands 
of consumers. Although the question was still being examined, it was felt that 
it would be unwise to divert labour, materials and capital to the production of 
equipment for this purpose when they could be more profitably employed in the 
construction of the new generating plant required to overcome the shortage.” 
(Sir John effectively begs the whole question with the word “shortage.” And 
why is a time-of-day tariff more artificial than a two-part tariff?) Cf. also Sir 
Henry Self, as quoted by Mr. Houthakker, loc. cit., p. 24. 
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PROFESSOR DUESENBERRY ON INCOME AND SAvines ! 


PROFESSOR DUESENBERRY’S important book on Income, 
Saving and The Theory of Consumer Behaviour was reviewed in the 
Mareh issue of the Economic JouRNAL. In the course of it, 
among much else that is interesting, he tries to explain the high 
degree of stability, over the average of good and bad times, that 
is found in the proportion of savings to income in the United 
States from 1879 to 1928. The figures given by Dr. Kuznets 
suggest that, whereas over this period real income (in the sense 
of money income adjusted to 1929 prices) multiplied itself more 
than six times, the proportion of income saved not only showed 
no significant trend but also did not rise in any decade above 12% 
or fall below 10-4%. These figures are, of course, subject to 
error, but that the proportion of savings (over the average of 
good and bad times) was highly stable in the face of a very large 
rise in real income is beyond dispute. That is at first sight 
puzzling, because there is good evidence that richer people save 
a larger proportion of their incomes than poorer people, while 
the proportion of poorer people to richer people has not increased. 
There is, of course, no logical inconsistency here; if A’s income is 
twice as large as B’s he may save a larger proportion of it and yet, 
should both A’s and B’s income be doubled, they may together 
save the same proportion of their joint income as before. Still, 
when we find that happening it is natural to ask why. Professor 
Duesenberry, after reviewing some other factors that might 
prima facie have helped to account for this, concludes that it is 
predominantly due to people’s desires and tastes being “ social,” 
what one man wants to do depending largely on what he sees 
other men doing. It is his discussion of this matter on which 
I should like to comment. 

Professor Duesenberry writes out a set of equations relating 
for each member of a group that member’s consumption to his 
real income, his expected real income, his assets and his expected 
future assets on the assumption that his consumption is independent 
of other people’s consumption; and then, the rate of interest 
being supposed the same, “takes account of other people’s 
consumption by dividing through each. of the variables by ... a 
weighted average of the consumption expenditures of other 
individuals’ (p. 35). When this is done it is found that, if, 
with given incomes and assets, a solution of the equations is that 
the nth man’s consumption is C,, and if thereafter all incomes and 


1 I have had the advantage of discussion about this with Mr. C. F. Carter. 
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assets are multiplied by k, a solution of the new set of equations 
will make the nth man’s consumption kC,. Thus the absolute 
values of aggregate income (and assets) are irrelevant to the 
proportion of consumption to income; “in equilibrium con- 
sumption is proportionate to income and the savings ratio is 
independent of the absolute level of income ”’ (p. 37). 

Now, even if we allow to Professor Duesenberry his method 
of taking account of other people’s consumption, this is not 
entirely satisfactory. Granted that the absolute level of income 
is irrelevant to the proportion of income to saving, this does not 
tell us that, as between two situations with different absolute 
incomes, the proportion of consumption to income—the rate of 
interest being given—must be the same. For it may well be 
that in each situation the equations have a number of alternative 
solutions; in which case for there to be in situation 2 a solution 
identical with a solution in situation 1 is not incompatible with 
there being a solution in situation 2 and a solution in situation 1 
which differ from one another. To prove that the absolute size 
of incomes is irrelevant to the consumption-income ratio is thus 
not to prove that, given that rate of interest, this ratio must be 
the same in situations containing different absolute incomes. On 
p. 35 Professor Duesenberry says that the uniqueness of his 
equilibrium will be discussed presently, but I have not been able 
to find any such discussion. 

This, however, is not the main difficulty about his argument. 
That lies in the way which he chooses for taking into account the 
influence of other people’s consumptions, namely dividing through- 
out by a weighted average of consumptions. Now the natural 
way surely to take account of these consumptions is to introduce 
them quite simply as variables under the function. Thus suppose 
that we have a group consisting of two men only. Let their 
incomes be 7, and i, their assets a, and a, and their consumptions 
c, and c, and let the rate of interest be given. Then we should 
naturally write : 

Cy = fifty, a, C9} 

Co = fe{tz, 2, Cy} 
or, of course, if we want to bring in expected future incomes and 
assets, adding extra letters to represent these. Professor Duesen- 
berry, however, writes in effect 


Cy i, a, 
a whee 
2 


> 
Co Cy 


ad = fe mee ee To 
Cy Cy Cy 
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This pair of equations cannot be deduced from the upper pair; 
for y = ¢(x) does not imply i= $(7)- Nor does Professor 


Duesenberry give any reason for believing that they represent 
rightly the psychological situation. 

The position then appears to be this. We know that the long- 
run savings-income ratio in the United States from 1879 to 1928 
was highly stable. If the psychological situation were such as 
Professor Duesenberry’s equations represent, and if the difficulty 
about multiple solutions is waived, that stability would be 
accounted for. The existence of this kind of psychological 
situation is, in short, a hypothesis which, if valid, would explain 
the observed facts. It is not, as Professor Duesenberry seems 
to suggest, something which is known to us independently of these 
facts and which would have led us to expect them to be what they 
are. It may be that the hypothesis is valid. But obviously it 
would be much more satisfactory if, going one better than Pro- 
fessor Duesenberry, we could find some reason other than its 
explanatory office for believing that it is valid. I have tried to 
do this, but have not been successful. 

A. C. Picou 

King’s College, 

Cambridge. 





OFFICIAL PAPERS 
Raitway WaGEs } 


Tue Court of Inquiry into Railway Wages, under the chair- 
manship of Mr. C. W. Guillebaud, which was appointed by the 
Minister of Labour in December 1950 and reported in February 
1951, was the culmination of four years of troubled negotia- 
tions. In addition to numerous references to the normal negotia- 
ting machinery of the industry, there had already been one 
Court of Inquiry in June 1947 (also presided over by Mr. Guille- 
baud), whose recommendations were accepted as the basis of an 
agreement which lasted for six months; there was also a Board 
of Conciliation in July-September 1949, whose findings against a 


1 Report of a Court of Inquiry into Applications for an Improvement in 
Wages and Salaries made to the Railway Executive by The National Union of 
Railwaymen, The Associated Society of Locomotive Engineers and Firemen and 
The Railway Clerks’ Association (Cmd. 8154 of February 1951). 
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claim by the N.U.R. for a flat-rate increase of 10s. a week were 
accepted until December 24, 1949, when the N.U.R. put forward 
a fresh claim for improvement of the wages of lower-paid workers. 
The other two Unions followed with claims in July 1950. These 
claims were rejected by the Railway Executive (which, however, 
put forward counter-proposals) and after various attempts to 
reach agreement had fuiled, the Minister appointed the Court on 
December 19, 1950. 

As is well known, the recommendations of the Court were not 
accepted by the Unions, and a settlement which conceded most 
of their claims was reached in March 1951 only by the direct 
intervention of the Minister of Labour. This again has lasted for 
less than six months, and at the time of writing a new claim by 
the Unions for a flat-rate increase in wages of 10 per cent. is 
before the Railway Staff National Tribunal after its rejection by 
the Railway Executive. The fundamental issues raised by the 
Court are no nearer solution, and negotiations seem again to 
be reaching an impasse. 

After a brief review of the history of the years 1947—50 (essential 
for understanding the issues) and summaries of the contentions 
put forward by the Unions and the Executive, the Report of 
the Court reviews and discusses four main issues. The first is 
that of relativity of wages; but this covers two separate matters, 
one being the relation between wages of railway workers and those 
of workers in other trades, the other the relation between wages of 
various grades in railway service. The other issues are the cost 
of living, the capacity of the railway industry to pay higher 
wages and the efficient employment of railway staffs. It will, 
of course, be clear that these matters are not only closely linked, 
but also that on occasion they may clash. For example (and 
these are the dominating features at the present time), wages 
which are based on preserving a given relation between the 
railways and other industries may not be within the capacity of the 
railways to pay; wages which are based on preserving given 
minimum real standards in face of a rising cost of living may be 
incompatible with maintenance of the proper relations between 
the various grades. Broadly speaking, the Unions emphasise 
relativity in the first sense and the cost of living; the Executive 
stresses relativity in the second sense, the capacity to pay and the 
efficient use of staff. The Court found these latter considerations 
the more decisive, and its recommendations amounted to an 
acceptance of the Executive’s counter-proposals, modified to 
give greater effect to the principle of relativity between grades. 














1951] RAILWAY WAGES 887 


On relativity in the first sense, the Report recognised that 
average railway wages are rather below the average for allindustry ; 
without accepting as conclusive the figures derived from the 
Earnings Inquiries of the Ministry of Labour used as evidence by 
the Unions (they give too broad and simplified a picture), it 
“does remain a significant fact that the average weekly earnings 
of the adult male workers in the Conciliation Grades of the Railways 
in April 1950, were 135s. 9d. as compared with an average figure 
of 145s. 9d. for a very wide range of other industries taken to- 
gether ” (paragraph 201). Exactly what the significance of this 
fact is does not, however, appear. Against the contention of the 
Unions that it was proving difficult to recruit, or to keep men 
in the railway service, there was the evidence of the Executive 
that the rate of labour turnover is substantially less than in 
manufacturing industries. The Court relied mainly on the 
(admittedly powerful) argument of inflationary pressure: “if 
every increase that is conceded in any given industry is used in 
support of similar increases elsewhere, there will be a cumulative 
spiral of wage and price increases, which in the long run must be 
detrimental to the interests of the wage-earning classes themselves 
as well as to most other sections of the community ” (paragraph 
202). In spite of this admirable doctrine, there is ‘‘ the immense 
practical driving force of this aspect of relativity as a factor in 
wage negotiations”’ and the “very understandable feeling of 
discontent among many of those employed on the Railways.” 
What is not directly stated is the crucial point that perhaps railway 
wages in many cases ought to be below the average. Not every- 
one can be above the average all the time, and the essential 
question is whether the industry is one which is prosperous and 
expanding, and therefore able to afford a high level of wages 
(and needing it to attract additional supplies of labour), or one 
which should be declining in importance. Though the position 
is obscured by many special factors, a guess can be be hazarded 
that the railways fall more into the category of shrinkage than 
of expansion. 

This, of course, is where capacity to pay is important. As the 
Report pointed out, on the three years’ working from 1948 to 1950, 
there would be an accumulated deficit estimated at £50-6 millions. 
This allows for payment of Central Charges, mainly interest on 
Transport Stock, and in a declining industry owners of capital 
have to suffer as well as wage-earners. “Capacity to pay ” is an 
elusive concept, and it becomes more so when increased costs can 
be passed on to the consumer and other forms of transport 
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controlled in a “ co-ordinated ” system. Nevertheless, it seems 
reasonably clear that on this criterion of capacity to pay, the 
railways do not offer much scope for rising relative wage-levels. 
The original claims of the Unions would have cost about £17 
millions a year; the proposals of the Executive involved about 
£7 millions a year; the increases actually given cost about £12 
millions. The increases in fares and freight charges needed to meet 
the original deficit and these higher wages are substantial, and the 
full effect on revenue has yet to be seen. The claims put forward 
by the Unions last August would cost about a further £18 millions 
a year, and their acceptance would almost certainly mean further 
significant increases in charges. Even in nationalised industry 
there may be limits to the power of organised labour to exploit its 
strength; they may ultimately be more elastic than in privately 
owned and controlled industry, in which capital cannot be main- 
tained at public expense and even expects some return, but they 
may also be narrower than has often been thought. 

In considering the contention by the Unions that wage-increases 
were justified by a rise in the cost of living, the Court again leaned 
heavily on the danger of inflation through rising costs and expan- 
sion of monetary demand for the existing supply of consumer 
goods. It emphasised that “the argument from proportional 
increases in the cost of living to proportional increases in money 
wages is fraught with very great difficulties and dangers ” (para- 
graph 218). Nevertheless, rising prices are again of major import- 
ance in demands for wage increases, and the Report considered 
(rightly) that “‘ it is impossible to leave this aspect out of account.” 

It is, however, the attempt to impose moderation on the 
rise in wages which comes with rising prices that leads to the 
problems of relativity between grades of labour. Throughout 
the wage-system there has since 1939 been a continuing reduction 
of differentials between grades of labour, as a direct consequence of 
stabilisation policy and of wage restraint (it is also assisted by a 
high level of employment). At first, there was the usual device 
of giving flat-rate increases to offset in some degree the rising 
cost of living; later there came more specific attempts to main- 
tain minimum standards and to raise the lower-paid workers. 
The railways are no exception; most of the increases claimed, and 
granted, up to 1949 were flat-rate amounts, and the claim of the 
N.U.R. submitted in December 1949, less than four months after 
this Union had accepted the recommendation of the Board of 
Conciliation that no general increase was justified, was based 
on the proposition that ‘no adult male employee should be in 








ast @8e Gn ~_ st pe ot bt A die cee |” ek 


a a a Ee —— = 











1951] RAILWAY WAGES 889 


receipt of a standard weekly wage of less than £5,”’ and much of 
its case was directed towards this. The effects are indicated in 
the Report; thus, for example, the wage-rates of those on the 
minimum (e.g., Grade 2 porter) increased by 113 per cent. between 
September 1939 and September 1950, whereas those for the 
top-class driver increased by 53 per cent., the lowest porter’s 
rate rising from 50 to 70 per cent. of the top driver’s. The 
Railway Executive pointed to some of the resulting difficulties 
in recruiting for, and promoting to, the higher grades, and since 
the Inquiry the position has become much more acute ; shortage 
of foot-plate staff is now critical. 

This problem of relativity has caused some divergence of view 
among the Unions. Thus, the claim put forward by the N.U.R. 
in 1948 was not at first supported by the Associated Society of 
Locomotive Engineers and Firemen on the ground that “ any 
agreement which provided for increased rates of pay for the lower 
grades only would have serious repercussions,” and when the 
A.8S.L.E.F. did enter the negotiations they “‘ made it abundantly 
clear that any consideration of the wages question must have 
full regard to the important principle of relativity ” (Report of 
Board of Conciliation, September 1949, pp. 7-9). In the claims 
considered by the Court of Inquiry, whereas the N.U.R. asked for 
a flat-rate increase of 10 per cent., the A.S.L.E.F. wanted specific 
increases for various grades, equivalent to a rise of about 15 
per cent. in the rates of those affected. In the end, however, the 
agreement of March 1951 was for a flat-rate increase of 74 per 
cent., and the claims now being discussed are for a flat-rate rise 
of 10 per cent. 

The first Court of Inquiry (June 1947) had also stressed the 
importance of restoring the correct relationships; it urged the 
need for “‘ a comprehensive examination of the grading of railway 
workers with a view to a more accurate assessment of the relative 
value of the different types of work performed ” and for “ re- 
arrangement of inter-grade margins, so that adequate incentive 
is given for acceptance of higher responsibility on promotion ”’ 
(Report of June 1947, Cmd. 7161, paragraph 100). Although its 
recommendation was for a general increase of 7s. 6d. a week 
(the claim had been for 20s.), it had hoped that this ‘“ would 
mark the last of the general flat-rate advances . . . and that 
future wage adjustments would be mainly in the direction of 
improving the differentials between the less and more skilled 
grades ”’ (Report of February 1951, paragraph 207). The Rail- 
way Executive has consistently taken this line, and on each 
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occasion its counter-proposals to Union claims have involved 
some restoration of the old differentials. Those of November 
1950 involved a reduction of the number of separate grades, and 
greater improvement in the wages of the higher grades. Thus, for 
example, a porter’s weekly rate was to be increased by ls. 6d., 
(from 96s. to 97s. 6d., about 1-5 per cent.), whereas a locomotive 
driver in his sixth year was to rise by 7s. (from 138s. to 145s., 
about 5 per cent.). The Court of Inquiry accepted this prin- 
ciple, and in its recommendations carried it further (e.g., it 
proposed to increase the highest rate for drivers by 10s., instead of 
the 7s. offered by the Executive). The Executive’s counter- 
proposals to the current claims follow the same lines; conceding 
in total about one-half of the Unions’ demands (£9-5 millions 
as against £18 millions a year) the specific increases range from 
4s. 6d. a week for men on the minimum rate of 102s. 6d. (a rise of 
4 per cent.) to 15s. for those in the higher grades, an increase of 
about 10 per cent. 

The present dilemma has been stated in classical terms by the 
Court: ‘One moral... that we would draw from this tanglec 
skein of negotiations . . . is the impossibility of reconciling, in a 
period of rising prices and costs of living, the natural desire to 
cushion the lower-paid workers as much as possible against 
reductions in their standard of living, with the need for improving 
the relativity between the lower and higher grades ”’ (paragraph 
213). In present conditions, and with relative trade-union 
strengths, it seems that the emphasis of agreements is likely to 
be in favour of the protection of minimum standards. 

The efficient use of staff, which was the fourth issue discussed 
by the Court, has played but little part in the various negotia- 
tions. It was specifically introduced by the Executive in its 
counter-proposals of November 1950; certain changes in con- 
ditions of employment designed ‘‘ to improve efficiency and to 
eliminate some of the waste at present arising from restrictive 
practices ’’ were proposed as a condition of the offer of increased 
wage-rates. The case for doing this was, of course, the serious 
financial position of the railways, and the impossibility (apart 
from increased charges) of meeting wage claims except by stringent 
economies. The proposals included less rigid lines of demarcation 
between the duties of various grades, more elasticity in the 
arrangements of turn of duty and in lodging turns and the abolition 
of certain practices such as calling of trainmen and employment 
of vanguards in London. The wage proposals, involving re- 
duction in the number of grades, were themselves an integral 
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part of the programme for ensuring greater flexibility and effici- 
ency. The Unions, however, refused to negotiate on this basis, 
contending that the case for general increases in wages was 
independent of conditions and efficiency of working. They had 
their way: the wage agreement of March 1951 stood by itself, 
although there was an undertaking that certain matters affecting 
efficiency would be discussed. A little progress has been made 
(there has been agreement on vanguards and on “ kncckers- 
up’), but little more than could have occurred in any case 
through the normal processes of negotiation. 

There are two issues of general importance involved here. 
One, which is not discussed in this Report, is the position of the 
Unions in nationalised industries. If organised labour is to have 
greater responsibility in these industries, it is difficult to see how 
questions of efficiency can be kept divorced from wage discussions. 
Among some writers there is a tendency to want the best of both 
worlds for the Unions, that they should assume greater responsi- 
bility for the operations of the industry but at the same time be 
completely free to press for higher wages and better conditions in 
the traditional manner. The effect of this clash on trade-union 
development may be profound. The Report mentions the diffi- 
culties involved in the existence of three separate unions, with 
“divergent and, in some cases, conflicting policies,” negotiating 
with one Executive which must have regard to its staff as a whole 
(paragraph 214), and suggests as one cause of the breakdown of 
negotiations on the applications before it the ‘‘ mutually incon- 
sistent claims ” put forward by the three Unions. One cure for 
this (assuming that any is needed) may well be worse than the 
disease; a single union for the railways would bring us closer 
to the syndicalist dangers (which far transcend the economic 
sphere) of an entrenched labour—capital monopoly. 

The second issue is noted by the Court. Although increased 
efficiency of operation may be necessary to enable an industry to 
pay higher wages, it does not always follow that any reduction in 
costs must be used to improve the position of the workers in the 
industry. The Report points out that the long-run prosperity of 
the railways ‘‘ must depend largely upon such an increase in 
efficiency and economy of working as will enable the Railways to 
lower their costs . . . and so to attract to themselves more traffic 
of all kinds * (paragraph 278). This is to put the matter into the 
context of maintaining a declining industry in the face of com- 
petition from other forms of transport; but the same considera- 
tions are alsc relevant to the passing on of some of the benefits 















892 THE ECONOMIC JOURNAL [DEC. 


of progress in expanding industries. The Report adds a last 
pregnant sentence: “ Finally, the citizeo: of this country .. . 
also have a residuary interest in the financial position of the 
Railways which they now own.” 

Although the recommendations of the Court were not accepted, 
and the issues discussed in its Report were shelved, developments 
in so short a time as six months have demonstrated the rightness of 
its conclusions. Nor have industrial relations on the railways been 
improved by tie failure to face the real issues. The Report 
itself remains as an honest and invaluable discussion not only of 
the problems which still dominate wages on the railways, but also 
of those which are most relevant over a wide range of industry 
at the present time. 

S. R. DENNISON 
Gonville and Caius College, 
Cambridge. 





CURRENT TOPICS 


WE regret to record the death of Mr. G. Udny Yule, Fellow of 
St. John’s College, Cambridge, well-known to many generations of 
Cambridge undergraduates by his lectures in statistics, and to the 
outside world as one of the most distinguished writers in that field. 





TWENTY-NINE economists and economic historians representing 
all the Scottish universities and the Dundee School of Economics 
held a most successful and enjoyable conference at Edzell from 
September 26 to 28, 1951. This is believed to have been the 
first occasion of its kind-—certainly for many years—and at the 
close it was unanimously decided to make it the first of many. 
The programme left ample time for friendly contacts and the 
informal exchange of news and views. Papers were read by 
Professor A. K. Cairncross of Glasgow (“‘ Some Aspects of Euro- 
pean Economic Co-operation”); Professor J. W. Nisbet of St. 
Andrews (‘‘ Scientific Economics or Cybernetic Political Eco- 
nomy’’); and Dr. R. L. Meek of Glasgow (“‘ Marx, Keynes, and the 
Theory of Economic Development’”’). After each paper the 
discussion was lively and sustained. Professor H. Hamilton of 
Aberdeen presided at a business meeting, at which the main 
decision was that the four University Departments should prepare 
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a scheme for the foundation of a new periodical to be called 
The Scottish Journal of Political Economy, with Professor 
Cairncross as editor. 





Houblon-Norman Fund. The Trustees of the Houblon- 
Norman Fund invite applications for Fellowships or Grants in aid 
of research into the working of financial and business institutions 
in Great Britain and elsewhere and the economic conditions 
affecting them. Apart from exceptional cases, awards will be 
confined to British-born subjects normally resident in the United 
Kingdom, and will take effect from October 1, 1952. Fellowships 
will be awarded for one year, renewable for a second year; and 
the amount of all awards will depend upon the circumstances of 
the candidate and the likely expenses of his work. Applications 
should be made not later than March 31, and forms of application 
may be obtained from the Secretary of the Fund (W. M. Allen), 
c/o Bank of England, London, E.C.2. 





Lorp Prercy writes: Mr. Clayton in his interesting article on 
the réle of the British Life Assurance Companies in the Capital 
Market in the Economic JournaL of March 1951, on page 99, 
says : 

“ The experience of ICFC, which has received many more 
requests for assistance than it has been able to accommodate, 
shows that there is plenty of scope in the capital market for 
more intermediate institutions.” 


This account of ICFC’s experience is mistaken. We have found 
ourselves unable to increase our portfolio at more than a moderate 
annual rate owing to a dearth of suitable propositions. It would 
take me too far to discuss possible reasons for this dearth; but 
I thought it would be well to correct the statement of fact. I 
agree, however, with Mr. Clayton to the extent of thinking that 
there is scope in the capital market for one or two “intermediate 
institutions ” of a specialised nature. One such, the Ship Mort- 
gage Finance Company, Ltd., has been formed recently for the 
purpose of lending on ships built in British shipyards and raising 
the funds by the issue of medium-term debentures to the market. 
The capital for this undertaking has been largely subscribed by 
insurance companies. 
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THE following have compounded for life membership of the 
Royal Economic Society : 


Antoniou, M. A. 
Armstrong, P. C. 
Aung, U. M. 
Calver, J. W. A. 
Carolin, J. 8. 
Cassin, R. F. 
Godfray, R. V. 
Guaresti, J. J. 
Hills, E. G. 
Joshi, H. V. 


Joshi, V. B. 

King, F. H. H. 

Lachmann, Prof. 
L. M. 

Langtree, G. 

Lim, A. K. T. 

MacKintosh, A. 8. 

Moghadam, G. R. 

Nordfjord, A. 


Percival, D. A. 
Rasmussen, P. N. 
Roll, Dr. E. 
Ruggles, Mrs. R. 
Sleeman, J. F. 
Stockwell, R. E. 
Strotz, Dr. R. H. 
Watson, W. 
Wood, E. A. 


The following have been admitted to membership of the 


Society : 


Ababio, E. T. 
Acharya, R. D. 
Addo, FE. A. 
Ahmad, B. 
Akindayomi, L. A. 
Alford, R. F. G. 
Ananthnarayanan, P. 
Anastassiades, P. L. 
Angus, I. M. 
Armstrong, A. 
Armstrong, S. 
Aslet, W. H. 
Atherton, K. R. 
Aziz, U. A. 
Baiden, T. W. 
Banwayt, N.S. 
Bates, W. C. 

Bell, Prof. J. F. 
Berne, H. 

Berry, T. E. 
Bramwell, W. K. 
Branch, F. T. 
Briggs, A. 

Brown, F. J. 
Buckley, R. F. 
Burke, J. W. 
Burnett, E. 


Cameron, R. J. 
Campbell, Miss B. M. 
Campbell, R. H. 
Carter, E. 
Cave, Prof. R. C. 
Chan, C. P. 
Chee, D. K-K. 
Cherniak, A. D. 
Chidambaram, Prof. 
I. D. 
Choudhuri, S. R. 
Chugani, R. 
Clarke, J. V. 
Codevilla, P. 
Cole, H. R. 
Conly, D. G. 
Coskey, J. R. 
Coulthard, J. T. 
Cripps, A. J. 
Das, G. 
Davies, D. H. 
Davis, E. J. 
Dobson, P. 
Downham, B. W. 
Druiff, P. D. J. 
Ellicott, C. D. 
Emmett, J. A. 


Evans, K. A. 
Francis, K. A. E. 
Franklin, D. W. V. 
Fuller, P. H. 
Garg, B. P. 
Geok, T. B. 
Gleghorn, A. L. 
Grace, B. R. 
Grey, R. Y. 
Griffiths, S. G. 
Groves, P. 8. 
Gudwin, B. F. 
Hadley, W. T. 
Harrod, G. R. 
Harvey, J. W. 
Herman, E. 8. 
Holder, G. H. 
Horsfall, T. H. 
Houseman, A. R. 
Howlett, H. 
Hunter, G. T. 
Hutchings, J. F. 
Irving, F. B. 
James, D. G. 
Jean-Louis, M. 
Jones, D. W. K. 
Judge, D. A. 
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Koh, T. C. 
Kowalski, H. 
Laing, A. 
Lake, L. E. 
Lomax, J. C. 
Longman, J. E. F. 
Lynch, W. G. P. 
Madeley, T. 
Maduye—Orualali, 
M. B. 
Mallon, J. J. 
Marks, K. J. 
Mgbemene, A. E. D. 
Miani—Calabrese, 
Prof. D. 
Mills, G. E. M. 
Milne, A. M. 
Mitchell, T. F. 
Nichols, G. A. G. 
Ord, H. 
Panagopoulos, P. C. 
Patel, N. M. 
Partridge, J. R. P. 
Patterson, J. J. 
Pearson, N. 
Phillips, N. J. 
Pillai, T. S. 
Pilley, B. I. 


CURRENT TOPICS 


Platt, W. J. D. 
Ponniah, S. 
Radford, M. A. 
Ramnath, K. 
Rankin, E. 
Rappaport, H. H. 
Robert, R. 
Rodgers, W. C. 
Ross, W. 
Saunders, 8S. G. 
Sethi, M. I. 
Sharma, V. 8. 
Sherwood, S. 
Siang, W. W. 
Simpson, W. R. 
Siu, L. O. 

Smith, A. J. 
Snape, G. L. 
Solomonides, P. D. 
Solway, A. 
Soremekun, N. O. 
Standley, D. L. 
Stoneham, A. H. 
Tan, G. H. 
Tennant, E. E. 
Thompson, G. P. 
Throne, A. P. 
Tipping, J. E. 
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Tong, J. O. 
Tseng, R. H. 
Tutton, R. 8S. 
Tysznski, H. 
Urquhart-—White, 
L. D. 
Vachell, A. B. 
Varma, P. R. 
Vyathit, O. P. 
Walker, D. 
Walker, K. 
Warn, T. W. Y. 
Watson, P. S. 
Webster, R. G. 
Weinwurn, Prof. 
E. H. 
West, D. F. H. 
West, P. D. 
Willey, E. S. 
Willis, F. M. 
Willmott, R. 
Wilson, A. 
Winder, G. H. 
Yap, F. C. 
Young, I. B. 
Yu, L. W. 
Zaidi, N. A. 
Zia-i-Ghaus, S. M. 


The following have been admitted to Library membership of 


the Society : 


Karnatak University. 

San Francisco State College. 

State Bank of Parkistan, Karachi. 
State Teachers’ College, New York. 
Tennessee Valley Authority. 

The Labour Party. 

Union Bank of Burma, Rangoon. 
West Virginia State College. 
Workers’ Educational Association, Leeds. 


Wye College. 
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VotvumE V of the Works and Correspondence of David Ricardo, 
containing his Speeches and Evidence to Parliamentary Committees 
will be published by the Cambridge University Press for the Royal 
Economic Society during January 1952. Price to the public, 24s. ; 
to members, while the edition is in course of publication, 16s., 
post free. Copies of the previous volumes are still available at 
the same price. Applications, accompanied by a remittance 
should be sent to The Assistant Secretary, Royal Economic 
Society, 6 Humberstone Road, Cambridge. 





London and Cambridge Economic Service. The Executive 
Committee of the London and Cambridge Economic Service 
have pleasure in announcing that arrangements have been made 
for its Quarterly Bulletins to be published in future by THE Timzs. 
The Bulletin will appear in the March, June, September and 
December issues of THz Times Review or INnDustRy, which 
is published monthly, price 1s. 0d., and is available at all book- 
sellers or by direct subscription to The Times, Printing House 
Square, London, E.C.4. 

















RECENT PERIODICALS AND NEW BOOKS 


Journal of the Royal Statistical Society (Series A) 


Vou. CXIV, Parr II, 1951. Statistics in Criminology: M. Griwuut 
(with discussion). Differences in Response Rates of Experienced and 
Inexperienced Interviewers : J. DuRBIN and A. Stuart (with discussion). 
Note on the Extent of the Public Sector of the Economy in Recent Years : 
T. M. Ripury. Historical Survey of the Development of Sampling 
Theories and Practice: Y.P. SENG. Statistics of the Chemical Industry : 
A. J. H. Morrett, F. P. Stevens and E. W. Tarsor. 

Vou. CXIV, Part III, 1951. A Comparison of the Trends of Male and 
Female Mortality (with discussion): W. J. Martin. The Influence of 
Price in International Trade: a study in method (with discussion) : 
D. J. Morcan and W. J. Cortetr. Some Calculations on Electricity 
Consumption in Great Britain: H. S. Houruaxxer. Bibliography 
of Applications of Mathematical Statistics to Economics, 1943-1949: 
A. D. Scorr. Statistics of the British Motor Industry: C. V. Forp. 
Wholesale Prices in 1950: By the Editor of Tae Statist. 


Economica (New Series) 


Vou. XVIII, No. 71, Aucust 1951. Physiocracy and the Early Theories 
of Under-consumption: R. L. MEEK. The Distribution of Incomes and 
the Burden of Estate Duties in the United Kingdom: E. C. Ruopss. 
Transport for Eighteenth Century Ironworks: R. A. Lewis. Decreasing 
Costs and the Gains from Trade: E. Coren. National Income, Exchange 
Rates and the Balance of Trade (A Note): W. BreckeRMAN. A Note on 
the Effect of Income Redistribution on Aggregate Consumption with Inter- 
dependent Consumer Preferences: H. G. Jounson. Industrial Fluctua- 
tion: T. 8. ASHTON. 


Transactions of the Manchester Statistical Society 


Sresston 1950-51. The Analysis of Uses of Cotton Products: A. C. Wixp. 
The Methods by which the B.B.C. Endeavours to Measure Viewing: R. 
Strvey. Some Remarks on the Theory of Statistics: M. 8. Bartiert. 
Recent Developments in Economic Statistics: H. Campion. Free Trade 
and Modern Economics : J. R. Hicks. 


The Political Quarterly 


Vout. XXII, No. 3, Juty—-SerremBer 1951. Bernard Shaw and The 
Political Quarterly : W.A. Rosson. The New Towns: P. G. Ricwarps. 
Twentieth Century Revolutions: H. Seton-Watson. The Post-war 
Dock Strikes : K. Knowtrs. The Interpreter’s House : L. Curtis. 

Vout. XXII, No. 4, OcroBpER-DECEMBER 1951. Notes and Comments ; 
labour and secondary education. The Technical Assistance Programme 
of the United Nations: A. D. K. Owen. The Revived International : 
W. Picxies. Beyond Nationalism: R. G. Tucwety. Re-sale Price 
Maintenance and Monopoly ; the Government’s Proposals: G. D. H. 
Cote. Theory and Practice of the Welfare State: N.A.Smita. Morocco, 
Yesterday and To-day : N. BARBOUR. 


Oxford Economic Papers (New Series) 


Vot. III, No. 2, June 1951. The Location Problem in the British Steel 
Industry: 8. J. Lanetry. Planned Investment in the Coal Industry : 
A. BracHam. Some Thoughts on the Distribution of Earnings: A. D. 
Roy. The Share of Wages in the National Income: F. H, Haun. 
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Notes on the Efficiency of Labour: P. J. D. Witzs. Business Savings 
and Employment: F. W. C. Brom. Is Adam Smith out of Date?: S. 
Moos. The Origins of Industrial Peace, the Manufactured Iron Trade of 
the North of England: A. J. ODBER. 


International Affairs 


Vou. XXVII, No. 3, Jury 1951. The ’Fifties as Seen Fifty Years Hence : 
L. Curtis. Soviet Policy in China: M. Bretorr. International Financial 
Relations ; some concealed problems: W. F. Crick. Germany and 
Europe: C. Scumip. Australian Foreign Policy: W. FRIEDMANN. 
Recent Developments in Turkey : B. Lewis. The Economic Development 
of Eastern Europe—Review of Materials for Study. Part II: A. L. 
MINKES. 

Vou. XXVIT, No. 4, OctoBER 1951. The Scientific Versus the Moralistic 
Approach in International Affairs: H. BuTTeRFIELD. The American 
Stake in Europe; retrospect and prospect: E. M. Eartr. Toward 
Atlantic Security: C. M. Srorrorp. Anglo-Egyptian Relations; a 
revaluation: H. A. R. Grips. The Principles of African Tribal Adminis- 
tration: T. Kaama. -German Monetary Policy under Strain: O. Vert. 
Prince Paul, Hitler and Salonika : D. TsveTKovitcu. 


The Sociological Review 


Vou. XLII, Section 10, 1950. An Examination of the Concept of Need : 
J. E. GOLDTHORPE. 

Vou. XLITI, Section 3,1951. Lilert Sundt, Social Surveyor Extraordinary : 
A. HILLMAN. 

Vou. XLIII, Section 4, 1951. ‘‘ Unofficial Strike”: T. T. Paterson 
and F. J. WILLETT. 


Population Studies 


Vou. V, No. 1, Juty 1951. Some Lesser Known French Demographers of 
the Eighteenth Century; de la Morandiére, de Caveirac, Cerfvol and 
Pinto: A.Sauvy. Population Distribution and Growth in Africa: L.T. 
BapenuHorst. Social Class Differences in Health and Survival during 
the first Two Years of Life; the results of a National Survey: J. W. B. 
Dovetas. Regional Differences in Reproductivity in England and 
Wales : Cottn Crark. The Constancy of Local Populations and Migra- 
tion in England before 1800: E. J. Buckatzscn. A Note on the Under- 
registration of Births in Britain in the Nineteenth Century : D. V. Guass. 


Soviet Studies 


Vou. ITI, No. 1, Juty 1951. Soviet Housing—I : A. Buocx. ‘‘ People’s 
Democracy” in Soviet Theory—I : H. Gorpon Sxizuinc. The Pavlov 
Conference: W. W. Gorpon. Some Aspects of Recent Soviet Literary 
Criticism : D. ScnHuz. 

Vot. III, No. 2, OcroBer 1951. Literacy and the Place of Russian in the 
non-Slav Republics of the U.S.S.R.: E. Kovutatssorr. ‘ People’s 
Democracy” in Soviet Theory—II: H. Gorpon Sxruuine. Kolkhozy, 
the Achilles’ Heel of the Soviet Régime: N. Jasny. The Kolkhoz : some 
Comments on Dr. Schlesinger’s Article: A. Nove. A Further Note on 
the Soviet Linguistics Controversy : J. Ettis. Some Notes on an Inter- 
pretation of Stalin’s Contribution to the Linguistics Controversy: R. L. 
MEEK. 


The Eugenics Review 


Vou. 43, No. 2, Jury 1951. Neuroticism in Twins: H. J. Eysenck. 
Congenital Malformations: C. O. Carter. The Population Report ; 
a statement from the Hierarchy. The Eugenics Society. 

Vou. 43, No. 3, OctoBER 1951. Recent Investigations of Intelligence and 
its Measurement: P. E. Vernon. International Family Conference at 
Brussels: A. J. BRaysHaw. Report of Meeting of International Com- 
mittee on Planned Parenthood : VERA Houcuton. Mouths to Feed. 
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Accounting Research 


Vou. II, No. 3, Jury 1951. The Effects of the Local Government Act, 1948, 
and Other Recent Legislation on the Finances of 1 wcal Authorities. Source 
and Use of Funds in the Motor Industry: J. A. Stewart. Charitable 
Trusts: C.L. Lawton. A National Balance Sheet: F. SEwWELL Bray. 
Towards a Multi-dimensional Accounting System: H. S. A. MacNatr- 
SmitH. The Economic Consequences of Business Accountancy ; the 
Need for Research : C. C. Porrer. 


Bulletin of the Oxford University Institute of Statistics 


Vou. XIII, No. 6, JuNE 1951. A ‘‘ Human Needs” Diet in April 1951 : 
T. Scuuuz. Earnings in Engineering, 1926-1948 : K. G. J. C. KNOWLES 
and D. J. ROBERTSON. 

Vou. XIII, No. 7, Juny 1951. The Accuracy of Pre-election Polls: H. 
Frevv. Some Notes on Engineering Earnings: K. G. J. C. KNOWLES 
and D. J. RoBERTSON. 

Vou. XIII, No. 8, Aveust 1951. Household Expenditure in France and 
in England: T. Scuuuz. Cost Curves for Gas Supply: K. S. Lomax. 
international Eauilibrium and U.S. Private Investment : T. BALoau. 


London and Cambridge Economic Service 


Vou. 29, BuitetTrn 3, Aucust 1951. The Economic Position. The 
S-cial Services: W. Hacenspucu. The Real Product of the United 
kingdom, 1946-1950 : C. F. Carter. Cost Components of Wool Suits : 
A. P. ZENTLER and J. GHERSON. 


The Banker 


Vou. XCVII, No. 307, Aucust 1951. Debate on Monetary Policy: O. R. 
Hossen and H. M. O’Connor. Lombard Street since Korea. Banks’ 
E. dence to Tax Enquiry. Resale Price Maintenance in Britain and 
America : MARGARET Hatt. How Profitable is Life Assurance ? 

Vout. XCVII, No. 308, SepreMBER 1951. The Eclipse of Hugh Gaitskell. 
Lfjects of the Dividend Freeze What Technique for Price Control ? 
Inflation in Australia: P. Dy..1Es. Lessons of German Monetary 
Policy. Banking Panorama from 1851--II. The Banking Structure : 
P. H. Empen. Should British Banks Give More Status Information ?— 
II. The Limits on Disclosure. Economic Paradox in Ulster. 

VoL. XCVII, No. 309, OctoBER 1951. Back to Dollar Shortage. Has the 
Fund Failed? The Role of the World Bank. Sweden's New Credit 
Policy. Can Canada Avoid Direct Controls? F. Knox. Britain and a 
Vulnerable Japan : C.G.TzTHER. The Native Banking Boom in Nigeria : 
D. Rowan. Banking Panorama from 1851—III. The Rise of the Joint- 
stock Banks: P. H. EMDEN. 


The Bankers’ Magazine 


Juty 1951. What Discord Follows. Money and Banking in the Twentieth 
Century. The Banker and the Clock: R. Hinptr. Not Banking: D. 
PALUSTER. 

Avueust 1951. Every Other Year. The Banking Half-Year. International 
Survey: H. E. Evirr. Recent Legal Decisions of Interest to Bankers : 
C. B. Drover. Memorandum of the British Bankers Association to the 
Royal Commission on the Taxation of Profits and Income. 

SEPTEMBER 1951. Desperate Steps. Gold in Our Time: AXKANTHOS. 
The International Chamber of Commerce. Report on E.P.U. Recent 
Legal Decisions of Interest to Bankers : C. B. DROVER. 

OcroBER 1951. The Age of Inflation. Money and Banking in the 

Twentieth Century: Post Office Savings Services. Some Legal Aspects 

of the Finance Act 1951: C. B. Drover. Mr. Rooth and the Fund. 

Recent Legal Decisions of Interest to Bank:vs : C. B. DRoveR. Obituary— 

Mr. Alwyn Parker. 











900 THE ECONOMIC JOURNAL [DEC. 


Barclays Bank Review 


Vout. XXVI, No. 3, Aucust 1951. The Control of Public Expenditure. 
London Air Freight Market. Change for a Pound ? 


District Bank Review 


No. 99, SEPTEMBER 1951. Food and Raw Materials: W. A. Lewis. 
Accounting as Metaphysics : C. A. COOKE. 


Lloyds Bank Review (New Series) 


No. 22, OcroBeR 1951. 1947 Comes Again: T.W. Kent. The Economic 
Recovery of Western Germany: A. K. Carrncross. Some Economic 
Problems of Atlantic Union Rearmament : J. E. MEADE. 


Midland Bank Review 


Avucust 1951. Selective Credit Control; a new instrument of monetary 
policy. The Utility Schemes; their history and present operation. 
Business Conditions in Northern Ireland ; the spur of re-armament. 


National Provincial Bank Review 


No. 15, Aucust 1951. Progress in Agricultural Production: Str JAMES 
Scorr Watson. The Small Manufacturer To-day : L. SKEVINGTON. 


The Three Banks Review 


No. 11, SepremMBer 1951. The Lancashire Cotton Trade from the Great 
Inventions to the Great Disasters: G. ARMITAGE. Swiss Capital for 
Export. The Rise and Fall of the Scottish Private Banker. 


Westminster Bank Review 


Aveust 1951. The Background of American International Policy : D. W. 
Brocan. International Aspects of Management. Banking and the 
Great Exhibition. Colour and the Day’s Work. 


Planning 


Vou. XVIII, No. 330, 1951. Economics of Book Publishing. 

Vou. XVIII, No. 331, 1951. The Sterling Area—I. History and Mechanism. 

Vou. XVIII, No. 332, 1951. The Sterling Area—II. Policy and Prospects. 

Vou. XVIII, No. 333, 1951. Land-use Planning. A Programme for 
Social Studies. 

Vou. XVIII, No. 334, 1951. The Control of Investment. 


Town and Country Planning 


Vou. XIX, No. 88, Aucust 1951. How Letchworth was Built : Str EpGar 
BonhaM-CarTER. The First Step on the Pennine Way: G. HaytTHorn- 
THWAITE. Landscape Design in Horticultural and Agricultural Land- 
scapes—II : B. Hackett. New Towns for Australia: A. A. Heatu 
and R. N. Hewison. Easy Street: H. C. Janes. More About St. 
Paul’s Cray: J. W. R. Apams. From a Forest Notebook: J. D. U. 


Warp. 

Vou. XIX, No. 89, SEPTEMBER 1951. Financial Problems of Planning : 
D. Watker-SmitH. Good Kitchens and Bad Towns: L. E. Wurtre. 
Bourneville aft:r Fifty Years: F. R. Bartow. New Land for Food 
Production: J. Foster. Planning Problems of Kuwait: P. W. Mac- 
FARLANE. Housing the Maoris: J. G. Martin. From a Forest Note- 
book : J. D. U. Warp. 

Vou. XIX, No. 90, OcroBER 1951. Progress at Harlow: R. B. Wri11aMs- 
Tompson. The Aberdeen City Plan: R. Grizrve. TCPA National 
Conference. Planning and Working Conditions : Imogen LzeE. ‘ Food 
versus Homes”: F. J.O. Rural Planning and Water Supplies: P. G. 
Laws. The Technique of Planning Surveys: L. A. Prrram. The Case 
for Hedgerow Trees: J.T. Hypz. 
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Vou. XIX, No. 91, NovemBer 1951. The Pembrokeshire Coast : D. Parry. 
The Country Towns Committee: P. W. MacFarLtane. The Marseilles 
Flats ; a French view: G. Pitter. Israel’s Greatest Problem : 
AspRAMS. The Case for Development Organizations : D. HoRNE. Austria 
in 1951: JOSEPHINE REyNotps. First Fruits of the Census: M. 
Asrams. The Right to Walk: H. Mace. 


Progress (Lever Bros.) 


Vou. 42, No. 23., Summer 1951. Canada Unlimited: K. R. Witson. 
Thoughts on Profits: O.R.Hosson. The Scientific Study of Food: H.J. 
Cuannon. The Niger River Fleet: C. Wiis. Advertising—according 
to plan: C.G. Querton. The Wonderful Wash-house : B. Hottowoop. 
Transport ; service or burden? A.G.MarspENnN. The Sheep has a Rival : 
A. SELDON. 

Vou. 42, No. 232, Autumn 1951. Return of the Native: J. WrINocour. 
Competition and Co-operation in Politics and Economics : B. Russe tu. 
The First Viscount Leverhulme 1851-1925 : N. DavenPortT. Merchant 
Adventurers in Fiscal Chains: F. Bower. Packages that Please: H. 
Martyn. New Lives for Old Soldiers: E. WicHam. People at Work ; 
the story of Adam Noble: P. O'Donovan. Joseph Watson and Sons 
Limited: P. Barina. 


The Canadian Journal of Economics and Political Science 


Vou. XVII, No. 3, Aucusr 1951. Municipal Finance and Provincial- 
Federal Relations : C. A. Curtis. The “arly Fabians ; economists and 
reformers: P. W. Fox and H. 8. Gor»: Mistakes at Work: E. C. 
Hucues. The New Fidelity: F. M. \’arxins. The Canadian Agri- 
cultural Price Support Programme: J. F. Bootu. Objectives of an 
Agricultural Price Support Policy: W. M. Drummonp. The Role 
of Support Prices in a Full-employment Economy: D. G. JoHNSON. 
Immigration and Economic Development: D. C. Corsetr. The Gold 
Standard in the Nineteenth Century : H. MicHEtt. 


The Economic Record 


Vou. XXVII, No. 52, June 1951. James Bristock Brigden ; a tribute : 
R. Witson. Deliberate Saving and the Consumption Function: H. W. 
Arnot and J. R. Witson. New Zealand’s Export Supply Function : 
A. R. Brerastrom. Some Recent Developments in the Sterling Area: 
J.O.N.Prerxins. Recent Trends in Australian Fertility : R. J. LINFoRD. 
The Employment Problem in Pre-classical English Economic Thought : 
N. J. Pavxine. 


Review of Economic Progress 


Vou. III, No. 2, Fepruary 1951. The Distribution of Incomes Between 
Individuals. 

Vot. III, No. 3, Marcu 1951. Real Income in the United States. 

Vou. III, No. 4, Aprin 1951. Measurement of Real National Incomes. 

Vout. III, No. 5, May 1951. International Comparisons of the Purchasing 
Power of Money. 

Vot. III, No. 6, June 1951. The Trend of Real Income in Italy. 

Vou. III, Nos. 7-8, Juty—-Avueust 1951. The Trend of Real Income in 
Great Britain. 


Bank of New South Wales Review 


No. 5, May 1951. The Cost of Security. The Australian Sugar Industry. 
New Zealand’s Power Resources. 


The South African Journal of Economics 


Vou. XIX, No. 2, June 1951. The Debacle of Money: J. E. Hottoway. 
The Influence of the Free State Gold Fields on the Union’s Economy : 
W. P. pe Kock. Variable Costing ; an aid to management—Part II: 
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Z. S. Gurzynsk1. Funk Money and its Aftermath: J. L. Sapm. The 
Development of the Southern Rhodesian Tobacco Industry: H. W. 
ROBERTS. 

Vou. XIX, No. 3, SepremBer 1951. A South African National Accounts 
Research Programme ;: D.G.FRANZSEN. Labour Unions and the Manage- 
ment of Public Enterprises: M. H.. H. Louw. Further Observations of 
Funk Money inthe Union: J.U.Sapre. The Price of Gold ; a comment : 
SHEILA T. VAN DER Horst. The Debacle of Money—A Comment: G.E. 
Lavin. Rejoinder: J. E. Hottoway. 


Sankhya (The Indian Journal of Statistics) 


Vou. 11, Part 1, Marcu 1951. In Memoriam: Abraham Wald. On the 
Realization of Stochastic Processes by Probability Distributions in Function 
Spaces: H. B. Mann. A Theorem in Least Squares: C. R. Rao. On 
Type B, and Type B Regions: H. K. Nanni. Some Notes on Ordered 
Samples from a Normal Population : K.C.8. Prruat. Some Exponential 
Forms for Topographic Correlation: B. GHosH. On the Orthogonal 
Polynomials Associated with Students’ Distribution: A. S. KrisHna- 
MooRTHY. A Multivariate Gamma-type Distribution: V. K. RaMaBHA- 
DRAN. A Study on Differences in Physical Development by Socio- 
economic Strata: R. MUKHERJEE. Railway Statistics: J. SuncH. 


The Indian Journal of Economics 


Vout. XXXI, No. 120, Juty 1950. Profit-sharing ; the experience of 
foreign countries: K. L. Data. Taxation in an Inflationary Context : 
C. W. B. Zacwarias. Cost Structure in the Indian Steel Industry : 
R. M. Acarwau. The Co-operative Basis of Collectivisation in Russia : 
P. N. DRIVER. 

Vox. XXXI, No. 121, OcroBer 1950. Conference Number containing 
Papers read at the 33rd Conference of the Indian Economic Association 
at Aligarh, December 1950. Economic Incentives: P. C. MatHorra.’ 
Problem of Incentives in Industry: M. H. Vaswant. Tax Incentives 
in India: KR. BawaKrisHna. Economic Activity: D. G. Karve. 
The New Incentives : J. K. Misra. Incentives for Saving and Investment 
under Inflation: C. W. B. ZacHarias. The Problem of Incentive : 
K. V. Rao. Incentives for Capital Formation in India : R. N. Popuvat. 
Incentive Taxation and Uncertainty-bearing: K. V. G. Gowpa. Some 
Aspects of Federal Financial Integration in India: K. V. S. Sastry. 
Financial Implications of the Integration of States and States Unions : 
R. G. Baspat. Federal Financial Integration of Mysore: G. Rama- 
KRISHNA REeppy. The Financial Implications of the Integration of 
States: G. N. THattre. Economic Aspects of the New Constitution : 
S. S. SanrHanaM. Some Economic Aspects of the New Constitution of 
India: B. Misra. 


The Indian Journal of Commerce 


Vou. IV, Parr I, Marcu 1951. Interest Rate Policy of the Government of 
India: 8. K. Basu. Price and Output Policy of Public Corporations : 
B. Duar. Public Corporation: D. G. PuranresH. The Public Cor- 
poration: M. C. SuHuxuia. Public Corporations in the Frame-economy 
of India ; a political perspective: B. Ganauty. The Problem of Control 
and Management of Public Corporations: 8S. B. Saxena. Railway 
Accounting in India; C. B. Gupra. 


Pakistan Economic Journal 


Vou. II, No. 4, June 1951. Pakistan Development Schemes in Hand : 
G. Monammap. The Possibility of Over-production and the Law of 
Markets: 8. A. Mernal. A Finance Minister among the Tax Payers : 
S. D. Muzarrar. European Payments Union: A. F. M. Nur-vut- 
Matin. A Plea for a New Tariff Policy for Pakistan: M. A. Kuan. 
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Population Growth and Food Grains Production in the W. Pakistan : 
D. M. QurEesui. Supplies of Cereals and their Utilization in the Various 
Countries : M.S. Niaz. Rice: S. HepAYETULLAH. Pice—Jute Economy 
of East Pakistan: 8S. Hepayretutian. Taxation of Pakistan's In- 
dustries ; A. HassumMant. Distribution of Wealthin Islam : E.M. Kuan. 
The Board of Economic Inquiry, Punjab (Pakistan) : H. A. Svep. 


Journal of the Anglo-Egyptian Chamber of Commerce 


Vou. II, No. 3, SzepremsBer 1951. The Chamber Honours its President. 
Standardisation in Industry. Foreign Trade of Zgypt in 1950. Vegetable 
Fibres. United Kingdom Trade with Egypt. 


International Labour Review 


Vou. LXIII, No. 5, May 1951. JIndustrialisation and Social Problems 
in Central Africa: P. DE Brizy. Employers’ Associations in Europe and 
North America: G. J. Puysteur. Conditions of Employment in Postal, 
Telegraph and Telephone Services. 

Vou. LXIII, No. 6, June 1951. Economic Problems and Reconstruction 
in Italy—I ; A. Capanna. Australian Development and Immigration : 
Str Doveras Copranp. First Session of the Committee on Work on 
Plantations. Employment of Married Women and Mothers of Families. 

Vou. LXIV, No. 1, Juty 1951. The Co-operative Movement and the Welfare 
of the Worker: J. OrnizeT. Economic Problems and Reconstruction in 
Italy—II : A. Capanna. First Session of the I.L.0. Committee of Ex- 
perts on Indigenous Labour. Results of Vocational Guidance in France. 
Enquiry on Equal Pay in Sweden. 

Vout. LXIV, Nos. 2-3, Aucust-SEPTEMBER 1951. The Thirty-fourth 
Session of the International Labour Conference; Geneva, June 1951. 
Negotiated Social Security Plans for North American Automobile Workers : 
M. Brocu. Employee Representation in the Federal Republic of Germany : 
W. Herscuet. Some Aspects of Agricultural Tenancy in Present-day 
Europe—I. Training and Employment of Blind Persons in Great 
Britain. 


United Nations Economic Bulletin for Europe 


Vout. III, No. 1, 1951. Review of the Economic Situation in Europe during 
the First Quarter of 1951, and part of the Second Quarter. Motive Power 
in European Industry. Note on British Long-term Food Purchase Con- 
tracts. Huropean Economic Statistics. 


The Annals of the American Academy of Political and Social Science 


Jury 1951. Lessons from Asia. 
SEPTEMBER 1951. Report on China. 


The Quarterly Journal of Economics 


Vou. LXV, No. 3, Aucust 1951. Relation of Profit Rate to Industry 
Concentration—American Manufacturing, 1936-1940: J. S. Barn. 
Accelerator, Theory of the Firm and the Business Cycle: 8S. C. Tstanc. 
The Relative Merits of Average Cost Pricing, Marginal Cost Pricing and 
Price Discrimination : D. G. TYNDALL. Distance Inputs and the Space- 
economy. Part II—The Locational Equilibrium of the Firm: W. 
Isarp. Oil Refining—Yield Coefficients and Actual Prices : A. MANNE. 
Innovation in the Capitalist Process—A Critique of the Schumpeterian 
Theory: Carotyn R. Soto. Classical, Loanable-fund and Keynesian 
Interest Theories: A. H. Hansen. Taxes and Subsidies in Leontief’s 
Input-Output Model: L. A. Metzier. The Citizen’s Ephémérides of 

the Physiocrats : M. J. WASSERMAN and Juanita D. TaTE, 
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The Journal of Political Economy 


Vout. LIX, No. 4, Avucust 1951. The Labor-monopoly Problem; a 
positive program: H. G. Lewis. Experimental Verification f a Com- 
posite Indifference Map; S. W. Rovussras and A. G. Hart. Pattern 
Bargaining and the United Steelworkers: G. Seutzer. Natural Law 
and the Rise of Economic Individualism in England: A. F. CHALK. 
Crisis in Britain: a note on the Stagnation Thesis: D. J. DEWEY. 
Fiscal Equity-in the Unequal Treatment of Unequals ; a suggested test : 
H. P. Jenkins. A Rejoinder: J. M. BucHANAN. 


The American Economic Review 


Vou. XLI, No. 4, S—pTEMBER 1951. The Construction of a New Theory of 
Profit: J. MarcHat. On Maximizing Profits: S. ENkE. An Analysis 
of Interest Rates: A. H. LetcH. Wage Pressure and Technological 
Discovery: G. F. Broom. Lessons of War Finance: W. Tuomas. 
Disparities in Consumption Levels: M. K. Bennett. The Lake Erie 
Iron Ore Market : L. G. H1nEs. 


The Review of Economics and Statistics 


Vout. XXXII, Ne. 3, Aucust 1951. The Controversy over Monetary 
Policy—Introductory Remarks: 8. E. Harris. The Place of Monetary 
Policy in the Stabilization Program: L. V. CHANDLER. Comments on 
Monetary Policy: M. Frrepman. Monetary Policy and the Control 
of Inflation: A. H. Hansen. Fighting Inflation: A. P. LERNER. 
Monetary Restriction and Direct Controls: J. ToBin. Summary and 
Comments: 8S. E. Harris. The Ratio of Income to Money Supply ; 
an international survey: E. M. Dosuitn. Factors Related to Recent 
Changes in Income Distribution in the United States: H. P. Miter. 
Monthly Estimates of Certain National Product Components, 1946-49 : 
C. G. CHane and T. C. Lru. Resource and Revenue Relationships in 
Agricultural Production Control Programs: E. O. Heapy. Living 
Standards and Productivity: J. BurKueap. The Price System and 
National Income and Product : H. OsHima. 


Social Research 


Vou. XVIII, No. 2, June 1951. Recent Trends in the Law of the United 
Nations: H. Ketsen. Minority Utilization Practices—Rational or 
Sentimental ?: J. Horr. The Right to Privacy: H. B. Wuitr. Jewish 
Population Trends in the United States: C. M. RKosenquist and S. T. 
FRIEDMAN. Skepticism and Faith—In Memory of Erich Frank: 
K. Lowirn. On the Law of the United Nations (Note): E. Huta. 
In Remembrance of Charles Beard, Philosopher-Historian (Note): H. M. 
KALLEN. 

Econometrica 

Vou. XIX, No. 3, Jury 1951. Jevons and His Precursors : R. M. RoBert- 
son. Optimal Inventory Policy: K. J. Arrow, T. Harris and J. 
Marscuak. The Coefficient of Resource Utilization: G. DEBREU. A 
Formal Theory of the Employment Relationship: H. A. Stwon. A Note 
on Dynamic Multipliers: R. Sotow. Note on the Inversion of the 
Leontief Matrix: J. L. Hottry. Report of the Chicago Meeting. 


Foreign Affairs 


Vou. XXIX, No. 4, Jury 1951. The Bonds of Freedom : G. PAPANDREOU. 
Widening Boundaries of National Interest: N. A. ROCKEFELLER. The 
Pacific Pact ; looking forward or backward?: B. C. Lims. Mao’s 
Stratagem of Land Reform: C. M. Coane. Keynes in Retrospect: H. 
Frets. Crisis of Confidence in Iran: E. A. BAYNE. The New Frontiers 
of the Soviet Union: W.G. East. Fair Shares on Teeth and Tanks : 
W. Kine. Population and Progress in Puerto Rico: K. Davis. The 
British Problem in Africa: MarcEery PERHAM. Lisenhower’s Right 
Flank : H. F. Armstrone. 
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VoL. XXX, No. 1, OcToBer 1951. United to Enforce Peace: P. H. 
Dove ras. The Development of Canadian Foreign Policy : L. B. PEARSON. 
The American Tradition in Foreign Relations : F. TANNENBAUM. China 
as a Military Power: H. W. Batpwin. Hands and Fists Across the 
Sea: R. Harrop. The Case for india: V. SuHeran. The African 
Response to Racial Laws: Z. K. Mattruews. Albania, Soviet Pawn : 
V. DepivER. American Labor’s World Responsibilities: M. Ross. 
The Rise of Industrial Middle Europe: J. WszeuaKit. Democracy 
gr Root in Turkey: K. Gitex. France, Still the Third Republic : 

. ARON. 


The Southern Economic Journal 


Vout. XVIII, No. 1, Juty 1951. Transition to Democracy ; transition 
to wealth: D. McCorp Wricut. The Effect of Domestic Policy on the 
Southern Agricultural Problem: J. L. FULMER. On the Phenomenon of 
Inelastic Demand : W. Z. Hirscu. Economic Fluctuations and Govern- 
mental Policy: M. D. Brocxte. Timber Supplies for Industry in 
Mississippi: L. M. James. Compulsory Union Membership and 
Public Policy : J.R.Morris. Membership Participation in the American 
Flint Glass Workers’ Union: H. E. STEELE. 


Journal of Farm Economics 


Vou. XXXII, No. 3, Aucust 1851. Changes in the Demand for Food 
from 1941 to 1950: Mareurrite C. Burk. The Minimum-cost Dairy 
Feed: F.V.Waveu. Agricultural Price Policy in the United Kingdom : 
W. E. Heatu. Co-operative Milk Marketing in Norway: J.C. Norspy 
and O. ARESVIK. Agricultural Price Policy in Sweden: S. Hotmstr6m. 
Domestic Control of an Export Industry ; Cuban sugar: B.C. SWERLING. 
Relations between Agricultural Price Policy and Marketing Research: 8. 
Hoos. Research Attitudes in Farm Management: H. C. M. Case and 
D. B. Writ1ams. Maximizing Worker Productivity through Evaluation 
of Its Components ; a hypothesis: M. E. Brunk and J. C. THompson. 


Land Economics 


Vou. XXVII, No. 3, Aucust 1951. Perspective on Housing Migratory 
Agricultural Laborers: P. 8. Taytor. The Wisconsin Conference on 
World Land Tenure Problems ; background and setting: P. M. Ravp. 
The Reorganization of the Federal Communications Commission: E. W. 
Ciemens and L.W.THatTcHER. Recent Developments in Lease Financing : 
A. Bornemann. Legal Problems in Father-Son Farming Operations : 
H. H. Exits. Wildlife Hconomics—A Neglected Tool of Management : 
C. H. Stopparp. The President's Commission on Migratory Labor in 
American Agriculture: E. J. Lona. ‘A Statement of Desirable Policy 
with Respect to the Conservation, Development and Use of the National 
Water Resources” ; a digest and commentary : H. A. STEELE and W. A. 
GREEN. Rejoinder to Professor Brandt’s Critical Appraisal of O. 
Schiller’s ‘‘ Farming Co-operative’’: O. ScuimmteR. Js City Growth 
Controlled by Mathematics or Physical Laws ? : H. Hoyt. 


Agricultural History 


Vou. 25, No. 1, January 1951. By the Rivers of Babylon Sat We Down : 
T. B. Jones. The Leicestershire Farmer in the Seventeenth Century : 
W. G. Hosxrss. The Land Mortgage Company in the Early Pains 
States: A. G. Boaur. The Referendum Process in the Agricultural 
Adjustment Programs of the United States : R. E. MARTIN. 

Vou. 25, No. 2, Aprin 1951. A Livestock Specialist Looks at Agricultural 
History: E. N. Wentwortu. Noah B. Cloud’s Activities on behalf of 
Southern Agriculture: W.T. Jorpan. The Historical Background of 

Turner’s Frontier Essay: L. Benson. A Comparison of Railroad 

Land-grant Policies: W.S. Greever. The Gulf Coast Rice Industry : 

E. H. PHILxIps. 

No. 244.—VoL. LXI. 3N 
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The Journal of Economic History 


Vou. XI, No. 3, Summer 1951. The Dollar of the Middle Ages: R. S. 
Lopez. Government Engineering Aid to Railroads before the Civil War : 
F. G. Hit. The Distribution of the Agrarian Product in Feudalism : 
R. Rospousky. Sanctions and Freedom of Enterprise: F. Repuicu. 
The Schumpeterian System: W. F. Srotper. Braudel’s Geohistory ; 
a reconsideration : B. BAtLyn. 

Vou. XI, No. 3, Part II, Summer 1951. Index to Volumes I-X. 


Industrial and Labor Relations Review 


Vou. IV, No. 4, Juty 1951. Comments on Selig Perlman’s ‘‘ A Theory of 
the Labor Movement”: A. SturmTHaL. Russian Labor Productivity 
Statistics: W. Gatenson. Tulamusa; a study of the place of the 
Public Employment Service: G. B. Batpwin. The Catholic Church 
and the Political Development of American Trade Unionism (1900-1918) : 
M. Karson. Union Security Elections in the Building and Construction 
Industry under the Taft-Hartley Act: J. E. Covincton. Exclusions 
of Employees under the Taft-Hartley Act: R. J. Rosentuar. Human 
Relations in Industry ; objectives and instruments : K. Macrury. 

Vor. V, No. 1, OctoBER 1951. Thirty-six Years of ‘‘ National Emergency” 
Strikes: E. L. WarrEN. Codetermination ; Germany’s move toward a 
New Economy: W. H. McPuerson. Wage Differentials in Pacific 
Coast Longshoring: F.T. Matm. An Evaluation ef the American Flint 
Glass Workers’ Apprenticeship Program: H. E. STEELE. T'rade Union 
Structure and Private Pension Plans: W. GotpNnerR. Politics and 
Religion in the Italian Labor Movement: J. Norman. Incentives and 
Productivity—Management’s Attitude toward Wage Incentive Systems : 
S. Barkin. Objective Procedures for Estimating Industrial Productivity : 
A. ABRUZZI. 


Studies in Business and Economics 


Vou. IV, No. 4, Marcu 1951. Residential Mortgage and Construction 
Financing in Hagerstown, Maryland. 

Vou. V, No. 1, June 1951. Flow of Business in a Diversified City ; Hagers- 
town, Maryland. 


Review of Social Economy 


Vou. IX. No. 2, SepremBer 1951. The Vocational Order and Monopoly : 
O. v. NEeLtu-BREuNING. States Rights in Union Security Legislation. 
J. V. Spretmans. An Appraisal of the Canadian Family Allowance 
System: T. H. Usner. The Wool Industry in New England: C. J. 
Scutty. Graduate Dissertations in Economics: P. J. FITZPATRICK. 


Harvard Business Review 


Vout. XXIX, No. 4, Juny 1951. Patterns of Executive Compensation : 
A. R. Towx. Direct Mail Advertising: E. N. Mayer. Our Economic 
Policy in Asia: R. W. Mittzr. Milestones on the Path of Accounting : 

F. Brunpace. Reducing Industrial Accidents: G. R. FUGAL. 
Product Diversification and the Public Interest: K. R. ANDREWS. 
Communication in the Work Group: Harriet O. RONKEN. American 
Security ; lowest common denominator; E. JANEWAY. 

Vou. XXIX, No. 5, SepremBer 1951. The Federal Trade Commission 
Indicts Itself : M.T.Coretanp. Incentive Compensation for Executives : 
A. Parton. Training Supervisors in Human Relations : F. J. RoETHLuIS- 
BERGER. Executive Training by the Case Method: K. R. ANDREWS. 
The Economics of Hospital Service: H. E. Kuarman. Your Right to 
Lower Your Prices: 8. D. Rosz. The Drive and Direction of Mobiliza- 
tion: E. Janeway. Roadblocks in the Path of Accounting: P. F. 
BRUNDAGE. 
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Economic Geography 

Vout. XXVII, No. 3, Juty 1951. Recent Quantitative Changes in the 
Cotton Regions of the Southeastern States: M. Prouwty, Jr. The 
Witwatersrand ; a unique gold mining community: D. R. PETTERSON. 
Land Use in Natal: K. Bucuanan and N. Hurwitz. The Bolivian 
Tin Industry : Puytiis R. Gress. The Carson and Colorado Railroad : 
J. F. Dur. The Economic Geography of Atomic Energy; a review 
article: 8. B. Jonss. 


Revue D’ Economie Politique 

Vou. 61, MarcH—JuNE 1951. Lapopulation. Son évolution en 1948-1950 : 
H. Bunte. L’évolution des prix (1948-1950) : R. Rivet and R. Dumas. 
Le revenu national et la balance des paiements (1948—1949-1950): R. 
Froment. L’Union frangaise d’outre-mer: J. Pevurer. La législation 
jiscale de 1948 4 1950: L. TrotaBas. Le budget, la trésorerie et la dette 
publique : P. Coutsois. Le marché de Vargent a court terme et le marché 
des changes: F. Mourexr. Les caisses d’épargne de 1948 a 1950: J. 
Mittet. Les émissions: P. Haour. La bourse des valeurs: J. 
Desstrier. Les assurances: J. Fourastrzr. La production agricole : 
P. Fromont. La production industrielle et le commerce intérieur en 1948, 
1949 et 1950: A. Ptatier. La reconstruction et le logement en France 
depuis 1948 : R. Borpaz. changes extérieurs et politique commerciale : 
J. Wertter. Les transports: A. Lacnier. L’évolution des salaires : 
R. Levy-Bruuzt. Le mouvement ouvrier et la législation sociale: G. 
Denove. La sécurité sociale: E. ANTONELLI. 

Vou. 61, Juty—Avuaust 1951. L’élasticité de la consommation frangaise : 
P. DrereRLEN. Le mécanisme des prix et de Vintérét dans une économie 
concurrentielle aléatoire (suite): P. Massk. La productivité intégrale du 
travail et sa mesure: J. Dayre. Un mécanisme fondamental de dés- 
équilibre ; la fausse épargne : P. M. PRADEL. 


Revue Economique 


No. 1, Frsruary 1951. Les Conventions Collectives. Réflexions sur 
Varbitrage: B. Cuenot. La convention collective et le droit public 
frangais: J. Rivero. Patronat frangais et conventions collectives: P. 
WatinE. Le régime des conventions: R. BoTHEREAU. 

No. 2, Aprit 1951. Trésor Public. Introduction a une étude du Trésor 
public en France: F. Biocu-Latnt. Comptabilité Nationale. Note 
tntroductive. Vers un budget économique frangais : C. Prov. Compta- 
bilité économique et théorie économique: J. DENIZET. propos de 
Venseignement économique. Le rapport sur le concours d’agrégation 1950 : 
H. NOYELLE. 

Population 

Vou. VI, No. 1, January—Maron 1951. Cinq ans de travail: A. MAYER. 
L’euvre de V Organisation Internationale pour les Réfugiés : P. JacoBson. 
Nouvelles données sur la mortalité d’origine alcoolique: S. LEDERMANN 
and F. Tasan. Effets des mariages consanguins sur la descendance : 
J. Sutter and L. TaBau. Prédominance du mari ou de la femme dans le 
ménage ; une enquéte sur la vie familiale: P. Foucryrotias. Mobilité 
sociale et dimension de la famille—II. Enquéte dans les lycées et les 
facultés : A. GrraRD. 


Statistiques et Etudes Financiéres 


No. 30, Junge 1951. L’évolution de la situation financiére au cours du 4c 
trimestre 1950. Les successions et . » donations déclarées en 1949. 
Statistiques. Finances comparées: E ts-Unis—Le revenu national en 
1950 ; Grande-Bretagne—Le revenu naivonal en 1950. 

No. 31, Jury 1951. Le budget voté de 1951. L’évolution des disponibilités 

monétaires et du crédit bancaire pendant le premier trimestre 1951. L’impét 

sur le revenu des personnes physiques en 1950. Statistiques. Finances 
comparées : Canada—Le budget de 1951-1952 et les comptes de la Nation 
pour 1950 ; Italie—Le budget de 1951-1952 et la situation économique. 
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Supplément Finances Comparées 


Nos. 7-8, 1950. Les investissements publics en France et a lV étranger. 

No. 9, 1951. Etats-Unis: le budget fédéral pour V’exercice 1951-1952 ; 
la revue économique de l'année 1950. Grande-Bretagne: Vexposé du 
budget de 1951-1952 ; le revenu national et les dépenses du Royaume-Uni 
de 1946 a 1950. 

SuprLiment Statistics No. 10, 1951. Le produit-des Contributions indi- 
rectes au cours des années 1939 a 1949. Rapport sur les opérations des 
caisses d’épargne ordinaires de 1945 a 1948. 


Journal de la Société de Statistique de Paris 


Vou. 92, Nos. 4-6, Aprit—JUNE 1951. Sur la valeur de la preuve indiciale : 
L. Amy. La démographie comparée, base de Vhistoire de la population : 
J. Bourpon. Lnquétes récentes par sondage sur l'emploi: R. Livy- 
Bruux. Pouvoir d’achat des ouvriers de 1939 ad 1950: G. MALicnac. 
Chronique des statistiques agricoles : M. AUGE-LARIBE. 


Revue de Science et de Législation Financiéres 


Vou. XLIII, No. 3, Juty-SepremMBer 1951. Sterling in the Post-war 
World: G. 8. Dorrancre. Currency Problems in the Belgian Congo : 
M. Masorn. The Responsibility for Counterfeited Notes: A. R. HAFFar. 
Some Aspects of the Brazilian Tax System: R. G. DE Sousa. Double 
Taxation Conventions ; the fiscal system of maritime and aerial enter- 
prises: M. Cur&tien. Lvolution of French Finance ; the first budget 
of rearmament : H. Krier. 


Economie Appliquée 
Vout. IV, No. 1, January—Marcu 1951. Le taux de l’intérét et le risque : 
P. Mass&. Les programmes d’équipement électrique considérés du point 
de vue de l'économie appliquée: R. Gieurt. Notes sur la maximation 
du profit: G. Rorrrer. La théorie keynésienne et Véconomie sous-déve- 
loppée: O. Oxyar. Revue de la pensée économique—les relations 
économiques internationales : M. PANNIER. 


Annales de Sciences Economiques Appliquées 
Vou. IX, No. 2, Aprit 1951. La Banque Nationale de Belgique, une 
centenaire qui se porte bien: J. E. Mertens. Note sur la méthode 
@itération de Newton: A. BEumieR. Les dispositions légales nouvelles 
relatives aux impéts sur les revenus; loi du 8 mars 1951: C. L. DE 
GUERTECHIN. 


Documentation Economique 
Vou. X, No. 35, 1951. Analyses des articles parus au 4me trimestre 1950. 


Annales de la Faculté de Droit de Bordeaux 


SUPPLEMENT TO Vot. 1, Nos. 3-4, 1950. Travaux du Centre d’économie 
régionale du Sud-Ouest. L’économie du Sud-Ouest (programme et 
organisation du Centre déconomie régionale): M. J. Lasucir. Du 
marché libre du vin au statut viticole: M. P. Barattut. Les conditions 
historiques du boisement des Landes de Gascogne : M. RUSTERHOLTZ. 


Bulletin de L’ Institut de Recherches Economiques et Sociales 


Vor. XVII, No. 5, Aucust 1951. Le développement du réseau routier belge 
de 1830 a 1940: G. Puacg. L’évolution séculaire du verre a vitres et de 
la glacerie en Belgique de 1823 a 1913: Y. Douxcuamps. L’évolution 
séculaire des taux de fret et d’ assurance maritimes 1819-1940 ; P. SCHOLLER. 

Vou. XVII, No. 6, SEPTEMBER 1951. La conjoncture économique de la 
Belgique : M. Worrrin. 
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Revue de L’ Institut de Sociologie 


No. 1, 1951. La méthode de ‘‘ Content Analysis”: S. Ranutr. De 
Vétude concréte des concepts politiques et moraux: J. BELIN-MILLERON. 
L’exercice de l’autorité, probleme de psychologie sociale: S. DE COSTER. 
L’institution du secrétaire général du Ministére: E. P. SEELDRAYERS. 
La Sécurité Sociale considérée du point de vue de Vemploi industriel: P. 
GOLDSCHMIDT-CLERMONT. 


Revue de L’ Institut International de Statistique 


Vou. XIX, No. 1, 1951. Révision critique de certains points de la méthode 
représentative : L. Gatvant. Les limites de la démographie potentielle : 
J. Bourceots-Picuat. Interview Bias: C. A. MosER. 


Jahrbiicher fiir Nationalékonomie und Statistik 


Vox. 163, No. 4, Jury 1951. Zur Frage der Erneuerung der Aussenwirt- 
schaftstheorie und ihres Einbaus in die allgemeine volkswirtschaftliche 
Theorie: A. ForstmMann. Der organisatorische Aufbau der gewerblichen 
Wirtschaft (Westdeutschland) : H. G. SCHACHTSCHABEL. 

Vou. 163, No. 5, SEPTEMBER 1951. Mensch und Betrieb ; zur Systematik 
der betrieblichen Sozialpolitik: W. Hetnricu. Stand und Aufgaben 
christlicher Sozialethik : F. KaRRENBERG. Wirtschaftspolitische Misser- 
folge und ‘‘ Ordo”’: F. OTTEL. 


Schmollers Jahrbuch fiir Gesetzgebung, Verwaltung und Volkswirtschaft 


Vou. 71, No. 4, 1951. Zur Soziologie der Nation: F. Hertz. Versuch 
einer allgemeinen Theorie der Alimentierung—I: A. ForRsTMANN. 
Staat und Verwaltung vom Techniker gesehen. Versuch einer Systematik 
der Verwaltung als Funktionstheorie : C. WIENECKE. Die Anfdnge des 
Geldes und des Handels : H. QurIRING. 


Vierteljahrshefte zur Wirtschaftsforschung 


No. 2, 1951. Zur konjunkturellen Situation: A. WISSLER. Quantitative 
Betrachtungen zur Wirtschaftslage in Westdeutschland: F. Grtnia. 
Grenzen der monetdren und fiskalischen Politik in der Riistungskonjunktur : 
H. Marretzt. Beitrag zur Berechnung eines Produktionsindex fiir 
Westberlin: G. Maunxe. Zur Nachkriegsentwicklung des deutschen 
Hisenbahngiitertarifs : H. Orro. Grundsdtze der Wirtschaftspolitik im 
kritischen Stadium der Verteidigungswirtschaft. 


Allgemeines Statistisches Archiv 


Vou. 34, No. 4, 1950. Das Stichprobenverfahren, insbesondere in der 
amtlichen Statistik: H. KeLueRER. Statistiche Fabrikationskontrolle : 
Maria P. Geprert. Neuere Methoden des Auslandes zur Erforschung 
der Einkommensverwendung im Privathaushalt: Hrtca ScHMUCKER. 
Kritische Bemerkungen zur Statistik der Einzelhandelspreise : H. RAHLFs. 
Noch einmal ; zur Statistik der Einzelhandelspreise : P. DENEFFE. 


Zeitschrift fiir die Gesamte Staatswissenschaft 


Vou. 107, No. 3, 1951. Uber die Einheit der Wirtschaftswissenschaft : W. 
WEDDIGEN. Wirtschaftsform und Wirtschaftsraum: J. KasNACICH- 
Scumip. Uber die Zahi der Menschen, die bisher gelebt haben: W. 
Fucks. Das betriebliche Gleichgewicht bei verschiedenem Preisverhalten 
auf den Madrkten der Produktionsmittel und Produkte: J. H. MULLER. 
Die Verteilung der Nettoinvestitionen auf die Konsumgiiter- und Pro- 
duktionsmittel-Industrie: R. RicutTer. Betrachtungen tiber Spaans 

‘** Haupttheorien der Volkswirtschaftslehre”’: O. WEINBERGER. Adam 

von Miiller und Franz Bernhard von Bucholtz. Neue Briefe Adam von 

Miillers: E. Retnuarp. Nachwort: J. Baxa. 
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Wirtschaft und Statistik 


Vou. ITI, No. 6, Jung 1951. Probleme der Volkswirtschaftlichen Gesamtre- 
chnungen : HinpEGaRD Bartets. Der Wohnungsbestand im Bundesge- 
biet: P. DENEFFE. Das Steueraufkommen im Bundesgebiet im Rechnungs- 
jahr 1950: K. HERRMANN. S’‘atistische Umschau. 

Vou. III, No. 7, Jury 1951. Die Frau im sozialen und wirtschaftlichen 
Leben der Bundesrepublik: Etsa Grattert. Bevdlkerungsverschie- 
bungen und Bevilkerungsdichte im Bundesgebiet 1939 bis 1950: K. 
HORSTMANN. 

Vou. III, No. 8, Aucusr 1951. Die menschliche Arbeitskraft und der 
Zugkraftebesatz der landund forstwirtschaftlichen Betriebe : W. SCHMIDT. 
Der Luftverkehr tiber Westdeutschland. Bedeutung und Struktur der 
Offentlichen Fiirsorge im Bundesgebiet : P. DENEFFE. 

Vou. III, No. 9, SzpremBer 1951. Zur Griindung des Interministeriellen 
Ausschusses fiir Koordinierung und Rationalisierung der Statistik: H. 
REEPSCHLAEGER. Die Neufestsetzung der Kapitalverhdltnisse bei den 
Aktiengesellschaften : R. BERNDSEN. 


Wirtschaftsdienst (In German with English Air Mail Digest) 


Vou. XXXII, No. 6, JunE 1951. Who are the Sufferers from a Restriction 
of Trading with the East? Achievements in Advance. The Crisis in 
Western Germany’s Balance of Payments Position: B. ROpreR. Great 
Britain and the Future of Europe: 8. Wenpt. Fixed Prices for Branded 
Goods: E. Arnpt. Problems of West Germany’s Shipbuilding Industry. 

Vout. XXXII, No. 7, Juty 1951. Where Does the German T'rade Unions’ 
Policy Lead To? Freedom and Unfreedom in the Economy : H. KOuuER. 
Private ECE-Discussion on East-West Trade : Reported by D. Scorr. 
Economic and Social Aspects of the German Tax System: H. Rirscuu. 
A Far Eastern Rubicon ? Budgeting in the Eastern Zone. The Structure 
of Austria’s Oversea Traffic: K. WrssEty. Austria’s Social Pol'cy: 
H. KoeEnia. 

Vot. XXXII, No. 8, Auacust 1951. Foreign Views on the Setilement of 
German Debts. Things Are Still Held in Suspense. Curtailed Right of 
Settlement: H. W. OstHorr. Competing Tasks of Currency and Credit 
Policy. Financing Problems of German Oversea Liner Shipping: H. 
Scunmipt. New Tendencies in Employers’ Associations : W. HERRMANN. 
Interdiction of Cartels or Law Against Abuse? A. Sircu. Demography 
of European National Economies : F. BELow. 

Vou. XXXI, No. 9, S—epTEMBER 1951. Strike and Social Responsibility. 
American Views on the Settlement of German Debis. The Legal Status of 
German Assets in Switzerland. Washington and the German Question. 
The New High Commission Law on German Overseas Assets: G. V. 
BERENBERG-GOSSLER. Self-constraint in European Co-operation: H. 
KauBitzER. Limits of European Agricultural Integration: W. KuattT. 
Fundamental Changes in International Co-operation: K. H. PFEFFER. 
The West German Cement Industry. 


Europa Archiv 


Vot. VI, No. 12, 1951. Die Internationale der demokratischen Sozialisten : 
J. W. Brtcet. Die Wiederaufriistung Westeuropas und seine Wirt- 
schaftseinheit. Die Finanzierung der Aufriistung im Dritten Reich: H. 
STEUBEL. 

Vout. VI, Nos. 13-14, 1951. Staatspolizeti und Wehrmacht der UdSSR ; 
zur innerpolitischen Nachkriegsentwicklung der Sowjetunion : B. MEISSNER. 
Der Féderalismus als Element der russischen Geschichte: G. v. Raucu. 
Der Staatshandel in Osteuropa : E. WEGHORN. 

Vou. VI, No. 15, 1951. Die Atlantik-Charta: J. W. Bruceu. Tarifver- 
trage, Stundenverdienste und Realeinkommen in Deutschland, Frankreich, 
Grossbritannien und den USA : Dr. HERTWIG. 

Vou. VI, Nos. 16-17, 1951. Die Anfdnge des europdischen féderalistischen 
Ged nkens in Deutschland 1945-1949 : W. CornipEs. Die deutsche 
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Westgrenze nach dem Zweiten Weltkrieg—Part II. Die Saar-Frage: E. 
MENZEL. Die innereuropdische Wirtschaftsintegration und die Zusam- 
menarbeit Europas mit dem Commonwealth: H. Vote. Deutschland 
und Europa in den internationalen Berichten der ECE, der OREC und 
der BIZ: E. Wecuorn. Die Beratungen iiber die Ratifizierung des 
Schuman-Planes in Bundesrat und Bundestag. 

Vou. VI, No. 18, 1951. Sowjets und bolschewistische Massenorganisationen ; 
zur innerpolitsichen Nachkriegsentwicklung der Sowjetunion : B. MEISSNER. 
Kirche und Kirchenpolitik in der Sowjetunion 1945-1951 : M. ALEXANDER. 


Bayern in Zahlen 


Vou. V, No. 5, May 1951. Statistical information. 
Vot. V, No. 6, June 1951. 

Vat. V, No. 7, Juty 1951. 

Vou. V, No. 8, Auaust 1951. 


Monatsberichte des Osterreichischen Institutes fiir Wirtschaftsforschung 


Vor. XXIV, No. 5, May 1951. Die wirtschaftliche Lage in Osterreich. 
Altersgliederung der Arbeitslosen. Beschdftigungsprobleme im Gast- und 
Schankgewerbe. 

Vou. XXIV, No. 6, June 1951. Die wirtschaftliche Lage Osterreichs vor 
dem fiinften Preis-Lohn-Abkommen. Alter und Erneuerung der 6ster- 
reichischen Personenkraftwagen. 

BriiacE No. 15. Das fiinfte Preis-Lohn-Abkommen. 

Vout. XXIV, No. 7, Juty 1951. Die wirtschaftliche Lage in Osterreich. 
Die Rohwarenmdrkte im II Quartal 1951. 

Vox. XXIV, No. 8, Aucust 1951. Die wirtschaftliche Lage in Osterreich. 
Tarifmassnahmen der Bundesbahnen im Personenverkehr. 

Bertace No. 16. Osterreichs Aussenhandel seit Ausbruch des Koreakon- 
Jliktes. 


Schweizerische Zeitschrift fiir Volkswirtschaft und Statistik 


Vot. 87, No. 3, Junge 1951. Das Kartellproblem : F. B6um. Das Kartell- 
problem in schweizerischer Sicht : F. MARBACH. 

Vou. 87, No. 4, Aucust 1951. Die verschiedenen Varianten des Kollektiv- 
monopols: W. A. JOHR. Die Wandlungen ékonomischer Gesetze: J. 
Nrenans. LHinfache Methode fiir die Erstellung einer abgekiirzten Sterbe- 
tafel: H. Wiester. Die wirkliche Rate der Sterblichkeit: S. Varaa. 
Kreislauftheoretische Modelle. Ihre Bedeutung und ihre Entwicklung in 
den USA: E. P. BILLETER. 


Aussenwirtschaft 


Vou. VI, No. 2, Jung 1951. Betrachtungen zur Aussenwirtschaftspolitik : 
H. Bacumann, A. BossHarpt and E. Ktne. Die Reform der Europdi- 
schen Zahlungsunion als Voraussetzung der Liberalisierung und des 
Schuman-Planes : H. BAcHMANN. Die Auswirkungen des gegenwirtigen 
Exportbooms auf die schweizerische Beschaftigungslage : F. KNESCHAUREK. 
Die Schweizer Banknote als gesetzliches Zahlungsmitiel : A. BossHARDT. 
Aus der Arbeit des Schweizerischen Instituts fiir Aussenwirtschafts- und 
Marktforschung im Jahre 1950 : W. Hue. 


Société de Banque Suisse 
BuLuETIN No. 2, 1951. Apergu de l'industrie des matiéres de synthése. 
BuutLetTin No. 3, 1951. La Communauté Européenne du Charbon et de 
l Acier (Plan Schuman). 


Kyklos 
Vou. IV, No. 4, 1950. Walter Euckens Lebenswerk : W. A. J6HR. Walter 
Eucken : L. Mixscx. Political Economy and Psychology : K. W. Kapp. 
Some Economic Aspects of the Subsidization by the State of the Formation 
of ‘‘ Human Capital”: J. J. SPENGLER. Historiens et Démographes : 
G, FRuMKIN, 
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De Economist 


May 1951. Resultaten van een enquete betreffende gedragingen van onder- 
nemers: H. Tort and W. van Scuarik. The results of an enquiry 
undertaken in 1949 by the Amsterdam Economic Study Group, 
‘* Tantalus,” with a view to ascertaining the behaviour of undertakers 
in certain circumstances, and in particular their reaction to the rate of 
interest. Thirty-nine firms were circularised. Apart from questions 
relating to the nature and the size of the firm, the points on which 
information was desired included the following : how far, in contemplating 
expansion, regard is had to the rate of interest; whether plans for 
expansion had ever been given up, and, if so, whether the rate of interest 
was a material factor; what was the effect of restriction of supplies; 
whether labour had been replaced by machinery and, if so, did the rate 
of interest have any influence; the question of technical improvements 
and of the introduction of technical inventions, and whether these are 
affected by the phase of the Trade Cycle. It is realised that such an 
inquiry can give qualitative, but not quantitative, results; but an 
attempt was made to ascertain what the firms consulted regarded as the 
order of significance of the various influences. The results are sum- 
marised, and the detailed answers are printed in an appendix. 

JUNE 1951. Oligopolistische agressie: J. PEN. We are not so confident 
as we were in the thirties that we are on the way to a satisfactory solution 
of the problems of oligopoly. This is in part because there has been a 
departure from reality; and indeed the theoreticians have visualised 
situations that cannot be realistic. This is, however, a reason, not for 
despair, but for seeking new ways. Reference is made to Rothschild 
(Economic JOURNAL 1947): a realistic theory of oligopoly must link 
up with the theory of war, and must borrow its ideas from military 
strategy. The present article is designed as a further development along 
these lines. An aggressive action may rest on rational considerations, 
on a balancing of the advantages and disadvantages of aggression. 
Hope and fear determine his plan of attack. Aggression assumes a 
different form in two-sided monopoly and in oligopoly. In oligopoly 
it is essentially an aggressive change in price. Action will depend not 
merely on the advantage hoped for and the loss feared, but also on the 
probability which the party concerned attaches to each of these con- 
tingencies. The article proceeds to a semi-mathematical elaboration 
of this line of inquiry. Het certificatensysteem in Indonesié : A. KRAAL. 
An inaugural lecture at the University of Indonesia, devoted to the 
monetary and exchange system of Indonesia since March, 1950 (the 
‘* certificate-system ”’?). The aspects dealt with cover the following 
points: What were the causes which led to the vicious circle into 
which the economic life of the community had fallen? under what 
circumstances was the certificate-system introduced? the expectations 
entertained regarding the working of the system, and on what con- 
siderations these expectations were based; how far, on the ground 
of these expectations, was confidence in the certificate-system justified ? 
how far have the actual results corresponded to these expectations ? 

Juty-Aucust 1951. Vermomde staatssubsidies: F. Harroa. Price- 
subsidies have become a significant instrument of economic policy; 
but it is important that we should know when we are in fact concerned 
with a price-subsidy. The writer deals with cases which are not usually 
regarded as price-subsidies, but which, on closer inspection, are seen to 
have this character. In taking political decisions, the economic stand- 
point is frequently in conflict with other motives. There are incalculable, 
imponderable factors in modern society, and authority endeavours in 
many ways to influence the choice of the individual towards the attain- 
ment of certain collective ends. One way is to influence the calculations 
made by individuals, thus affecting the formation of prices. Price- 
subsidies, in short, represent one means of moving the calculations 
and decisions of individuals, in accordance with the direction which 
authority wishes to give to the economic process. In addition to direct 
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payments, authority may assume part of the cost of production, or 
render certain services. Dutch expenditure for 1951 is analysed. 
Concealed subsidies may ‘be seen in provision of technical education, 
in social expenditure for certain sectors and in other ways. In its far- 
reaching concern with economic life, authority, though to a varying 
extent in difierent sectors, has a share in almost every activity. In the 
modern economy taxes are imposed not merely to provide the central 
authority with financial resources, but to fulfil other purposes (e.g., 
mitigation of effects of trade cycle, greater equalisation of incomes, 
etc.). Marktanalyse der ambtelijke statistiek: W. H. SoMERMEIJER. 
A general and comprehensive discussion, mainly from the business point 
of view, of the functions of the central authority in relation to statistics, 
and of the principles which should be kept in mind in connection with the 
provision, preparation, publication and use of statistics. 


Giornale Degli Economisti e Annali di Economia 


Vou. X, Nos. 1-2, JANuARY—FEBRUARY 1951. La contabilita nazionale 
come strumento di politica economica: L. Lrenti. La dimensione del 
tempo nella misura del risparmio: A. D. MontTGoMERyY. Corollari alla 
teoria della capitalizzazione 0 ammortamento delle imposte : E. ZUNARELLI. 
Matematica finanziaria ed economia: E. ZaccaGnini and E. LeEvt. 
La composizione economica e professionale della popolazione di Venezia 
net secoli XVII e XVIII: D. Betrrami. Aittilio Cabiati; ‘In 
Memoriam”: L. FEpERIcI and O. D’AtaurRo. 

Vou. X, Nos. 3-4, Marcu-Aprit 1951. Rapporti quantitativi fra la 
circolazione monetaria e la moneta scritturale: D. DELL’AMORE. Di 
un criterio per il calcolo dell’aliquota progressiva dell’imposta sul reddito : 
A. STEINDLER. A proposito di ‘‘unioni doganali”’ e di un libro del 
Viner: O. D’Atauro. La composizione economica e professionale della 
popolazione di Venezia nei secoli XVII e XVIII: D. Bertrramt. 
Formule della carismatica politica: F. Mmuant. Ancora della ‘‘ aequa- 
bilitas ’’ come principio supremo dell’economia : V. DE Ruvo. Sviluppo 
e decadenza dei sistemi economici : G. DEMARIA. 

Vou. X, Nos. 5-6, May-June 1951. G. B. Antonelli, economista matema- 
tico ignorato: G. Demartia. Sulla Teoria Matematica dell’ Economia 
Politica: G. B. ANTONELLI. Commento alla memoria de G. B. Antonelli 
dell’anno 1886—‘‘ Sulla teoria matematica della Economia politica” : 
G. Ricci. Ancora di alcuni procedimenti minimizzanti il costo di certi 
trasporti, in relazione alla teoria della localizzazione delle industrie del 
Weber: L. Gatvant. L’Insicurezza della conoscenza storica : P. Rosst. 


Economia Internazionale 


Vou. IV, No. 2, May 1951. The Problem of International Balance in 
Progressive Economies: J. AKERMAN. Wirtschaftliche Koordinations- 
politik und Weltwirtschaft: H. Bayer. Die wesentliche Bedingung des 
Gleichgewichts der Zahlungsbilanz: A. Maur. Models of Taxation in 
the Theory of the Firm: G. A. D. PREINREICH. Ancora sui costi comuni, 
benessere generale et finanza pubblice : F. Vinct. Some Economic Aspects 
of the Atlantic Pact: F. Vito. 

Vout. IV, No. 3, Auacust 1951. Intorno ad uno schema interpretativo della 
distribuzione dei redditi: F. Brampitia. Sopravalori psicologici 
colleganti curve di indifferenza di Edgeworth e curva di esborso: A. 
Crosara. Industrial Nations and Industrialisation of Under-developed 
Countries: A. Hirscuman. The Principles of the Foreign-trade 
Multiplier ; a comment: G. W. MAYNARD. 


Metroeconomica 


Vou. ITI, No. 1, Apri 1951. Iteration, Automatic Computers and Economic 
Dynamics: R. M. Goopwin. The Demand for Food in the United 
Kingdom before the War: R. Stone. Influence de la structure de la 

consommation sur la population optimum et sur le plein emploi: A. 

Sauvy. Econometrics, Statics and Thermodinamics : A. PIKLER. 
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Vout. III, No. 2, Auaust 1951. Some Neglected Points in Demand Re- 
search: J. TINBERGEN. The Quanta-Kinetic Model of the Monetary 
Theory : A. PIKLER. Discontinuities in the Theory of the Firm: G. A.D. 
PREINREICH. 

Critica Economica 

No. 3, June 1951. Capitalismo e progresso tecnico: H. Dents. La 
teoria del valore-lavoro ed alcune interpretazioni ricardiane e marxiste-I: 
G. PIETRANERA. 

No. 4, Aucust 1951. Il diritto di sciopero nella crisi strutturale dell’ 
economia italiana: V.Foa. Note sulla congiuntura economica italiana : 
F. pg Crnpio. La teoria del valore-lavoro ed alcune interpretazioni ricardi- 
ane e marxiste-II : G. PIETRANERA. 


Review of the Economic Conditions in Italy (Banco di Roma) 


Vou. V, No. 4, Juty 1951. Will Huropean Currencies be Revalued ? 
C. Brescrani-TurRont. Italy's Post-war of Payments: F. DELLo 
Joso. The Italian Price Policy: L. Macnant. Situation of the Italian 
Iron and Steel Industry : R. CotomsBo. 

Vou. V, No. 5, SEPTEMBER 1951. Huropean Economic Integration: G. 
Petia. The Crisis of the Italian Civil Aviation: S. Tomastno. The 
Italian Merchant Navy in 1950. 


Banca Nazionale del Lavoro (Quarterly Review) 


Vou. IV, No. 17, Aprit—JunE 1951. The Concept of Liquidity in English 
Banking: R. 8. Savers. The Sterling Area: D. Wicutman. Bank 
Capital in Italy ; the impact of inflation and current prospects: G. 
Mencuini. Italy's Tariff Agreements at Torquay: 8S. Parsont. The 
Plans for the Development of Depressed Areas and the Supremacy of the 
Western World : C. Gint. 


Italian Economic Survey (The Association of Italian Joint Stock 
Companies) 

Juty—Avueust 1951. Monetary Policy. The Economic Situation in 

Italy. 
Moneda y Credito 

No. 36, Marcu 1951. El profesor Schumpeter y el porvenir del sistema 
econémico—II : F. Estart. La economia de Ndpoles bajo Carlos V: R. 
CARANDE. La zonaesterlina: J. H. Rota. 


El Trimestre Econémiceo 


Vou. XVIII, No. 2, Aprir—JuneE 1951. Los salarios reales en México, 
1939-1950 : D. G. L. Rosapo and J. F. N. VAzqurez. El arroz en 
Venezuela: R. FernAnpEz y FERNANDEZ. La teorta cldsica y la 
volucién econdmica: V. R. Esteves. Adaptacién de la mano de obra 
nativa al trabajo industrial : W.E.Moorz. Sl impuesto japonés sobre el 
valor agregado : H. Iro. 


Boletin de Estudios Econémicos 

No. 23, May 1951. Discriminacién de Precios de la Remolacha Mediante 
Muestreo Estadistico: J. E. Asona. Datos para el Estudio de la 
Financiacién de Nuestra Ultima Guerra (1936-1939): C. D. Orda. 
Las Comisiones y la Moral: A. MuttER. Aplicacidn de la Estadistica a 
la Industria y al Mercado: KE. Cuacén. La Nocidn de Necesidad en 
Carlos Marx: J. Brontz. Las Ensefianzas Técnicas de la Distribucién 
en Norteamérica y en Espana: P. P. GABALLi. 


Revista Brasileira de Econémia 
Vou. IV, No. 4, DecemBer 1950. Capital e Populagéo: J. N. GummaRAzs. 
A Agéao dos Bancos Centrais e 0 Equilibrio Econémico: J. H. Furru. 
Quadros da Produgéo Agricola Brasileira (1940-1950): L. L. DE 
VASCONCELOS. 
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Ekonomisk Tidskrift 


Vou. LII, No. 4, DecemBEeR 1950. Finance Policy and Wages Policy : 
Brent Hansen. The norm of monetary policy initiated by Davidson 
and developed by Lindahl and others required that the price level should 
vary in inverse proportion to productivity. The old discussion was 
conducted within the framework of capital theory. A new and extended 
version of the analysis is given in terms of modern concepts. Some 
General Observations on the Control of Investment. The author defends 
himself against criticisms in Mr. Dahmén’s review of his book, Housing 
Shortage and Economic Policy: GuNNAR Expant. A Rejoinder : 
Erik DAaHMEN. 

Vout. LIII, No. 1, Marcu 1951. Sinking Funds and Company Taxation : 
G. W. SttversTotre. A discussion, using arithmetic models, of some 
economic aspects of depreciation, against the background of legislative 
changes introduced in Sweden in 1938. Keynes’s argument about 
‘* financial prudence ’’ (General Theory, Chapter 8) is re-examined and 
criticised. It is argued, for example, that Keynes’s attempt to find 
statistical support for his view was not successful and that he did not 
fully appreciate the ways in which sinking funds are in fact operated 
by business firms. Monopolistic Competition as a Problem of Economic 
History: Karu-Gustav HILpEBRAND. The theory of monopolistic 
competition can help the historian in interpreting the evolution of the 
economic system. A review of empirical evidence shows that even in 
remote times competition and monopoly were closely intertwined. 

Vo. LIII, No. 2, June 1951. Swedish Exports: JoHan AkerMAN. A 
statistical analysis of the main groups of Swedish exports in the period 
1895-1949. By analogy with methods used in studying international 
migration, the article seeks to measure the relative influence of the 
** pull’ and the ‘‘ push” on each line of exports. Four methods of 
calculating this are set out. One of the conclusions tentatively sug- 
gested is that foreign demand specifically directed at Swedish staple 
products (the ‘ ‘pull’’) was very strong in the period 1895-1913, diminished 
in the twenties, revived again in the thirties, and became intense once 
more after the Second World War. Limits for determining Cartel Prices : 
Hans Brems. The article takes as its starting point a previous dis- 
cussion of cartel prices in Ekonomisk Tidskrift, 1944, by Sundbom and 
Bohlin. The analysis is conducted with the aid of concepts such as 
‘* effective expectations ” from the work of Lange and Hicks. 


Index 


JUNE 1951. The Economic Situation. Present-day Problems of the Swedish 
Iron and Steel Industry. Industrial Classification of the Lendings of 


the Svenska Handelsbanken. 
SEPTEMBER 1951. The Economic Situation. The Swedish Economy 
1951-1955. 


Dkonomi og Politik 


Vou. XXV, No. 1, January—Marcu 1951. Korea fra krig til krig: E. 
REsKE-NIELSEN. JF. N. 8 virksomhed i 1950: P. V. AskGaarRpD. Det 
schweiziske referendumsdemokrati: H. Huser. De Forenede Staters 
subsidier til landbruget : E. MoRTENSEN. Den internationale okonomiske 
situation. Den okonomiske udvikling i Danmark. 


Ekonomiska Samfundets Tidskrift 


Vou. IV, No. 3, 1951. Henrik Ramsay: G. MopEEN. Danmarks okono- 
miske problemer efter krigen: C. IveRsEN. Aktuella handelspoiitiska 
problem: J. Nyxorr. Konsumtion och skattetryckh: V. LINDBERG. 

Sparvanornas rdntekdnslighet enligt amerikanska konsumtionsundersé- 

kningar : N. MEINANDER. 
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Skandinaviska Banken Aktiebolag 


Vou. XXXII, No. 3, Jury 1951. The Recovery of Western Germany: P. 
Jacossson. The G.A.T.T. at Crossroads: H. Heymann. The 
Dollar, the Pound and Oil: H. G. TonnporF. Taxation and Joint- 
stock Companies: K. H. LErNe. 


Statisztikai Szemle (Hungarian Text) 


JUNE 1951. Statistics and Control. The First Years of Soviet State 
Statistics : I. SHutern. The Class Structure of the Population of Hungary 
according to the Census of 1949: J. R&pxEtI. Statistical Problems of Cost 
Prices: A. K6vesp1. Problems of Accounting Capital in the National 
Economy of the Union of Soviet Socialist Republics: L. SkvortTsov. 
The Study of Planned Production in Industrial Undertakings : F. Scuten. 
Statistics as an Instrument of Administration and Control in Departmental 
Councils. 

Juty 1951. Communiqué of the Central Statistical Office on Fulfilment in 
the Second Quarter of 1951 of the Enlarged Five Year Plan. Problems 
of Statistical Analysis in the Works of Lenin: T. Kozztov. The Com- 
parability of Industrial Statistics: O. LuxAcs. Some Questions in 
Municipal and Communal Statistics: J. Kovacsics. Indices of the 
Utilisation of Basic Funds in Production : I. SHoLomovicu. Technico- 
Economic Indices: T. TétaH. The Réle of Operational Statistics in 
Elaborating Plans for the Exploitation of Resources in 1952: A. KoREIN. 

Aveust 1951. Calculation of an Index of the Physical Volume of the Social 
Product: P. Mosxvin. The Theory and Practice of Bourgeois Statistics : 
J. Répet. The Interrelation of Statistics and Bookkeeping as shown in 
Reports on Annual Balances: O. Gav6. Conference of Activities in the 
Soviet Central Statistical Administration. Training Cadres of Statisticians 
in the Moscow Institute of Statistics: M. Acs. Joseph Kérésy : 
Vert. The Accountancy of Materials and the Statistics of Materials : I. 
PAuos. The Importance of Crop Estimates and Related Experience in the 
1951 Cereal Harvest : E. Ravo. 


Voprosy Ekonomiki (Russian text) 

No. 6, 1951. Questions of Basis and Superstructure in the Works of Com- 
rade Stalin on Linguistics: A. Sazanov. The Uninterrupted Advance 
of the National Economy of the U.S.S.R. is a Law of Socialism: I. 
Kuzminov. New Forms for Mass Participation in the Economy Com- 
paign in Leningrad Enterprises : I. Kozyrev. The Organisation of Cost 
Accounting in Sections and Brigades in Urals Engineering Works: V. 
GansHTak. D. JI. Mendeleev’s Attack on the Reactionary Nonsense of 
Malthus: S. Ivurev. The Struggle of the Chinese Communist Party to 
Liquidate Economic Backwardness and to Industrialise their Country : 
G. AstaFrev. The Progress of Rumanian Agriculture: N. PUKHLOV. 
The Siruggle within the United States of America for Peace and 
Democracy : B. VRronsxky. 

No. 7, 1951. The Significance of the Works of J. V. Stalin on Linguistics 
for the Development of the Science of Economics: K. OsTROVITYANOV. 
Volume XIII of the Works of J. V. Stalin: D. Kuxtn. The 35th 
Anniversary of the Publication of Lenin’s Work of Genius : ‘‘ Imperialism 
as the Highest Stage of Capitalism”: V. MastenNIKOV. V. J. Lenin 
and J. V. Stalin on American Imperialism : N. Vuasov. The Mighty 
Advance of Socialist Agriculture in the Postwar Period: N. VASILEV. 
The Development of Soviet Trade in the Postwar Period: M. Lirits. 
The Soviet Ruble ; the Only Stable Currency in the World: I. ZLOBIN. 
Japan ; a Revived Base for Aggression in the Far East: M. LuKYANOVA. 

No. 8, 1951. For a Peace Pact!: M. Mrxuatmov. A distinguished Con- 
tribution to the Treasury of Marxist-Leninism (on the 45th Anniversary 
of J. V. Stalin’s ‘‘ Anarchism or Socialism?”): I. ANDREEV. T'ransport 
in the Period of Transition froin Socialism to Communism : T. Kuacua- 
tuRov. The Growth of Labour Productivity in U.S.S.R. Industry during 
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the Postwar Five Year Plan: N. Mastova. Twenty Years of the Col- 
lective Farm Labour-day System: V. OvcHtnnikova. The Development 
of the Peaceful Economy of the German Democratic Republic : G. GRiGOREV. 
United States Banks in the Service of Militarism ; I. TRAKHTENBERG. 


Planovoe Khoziaistvo (Russian text) 


No. 3, 1951. Vol. XIII of the Works of J. V. Stalin: A. Ast NFov. 
Socialist Industry in the Fourth (First Postwar) Five Year Plan: G. 
Soroxrn. The Rehabilitation and Development of Agriculture in the 
Postwar Five Year Plan: I. Matysnev. The U.S.S.R. National 
Income and the Growth of the Prosperity of the Workers: A. Duatnov. 
The Stalin Plan for the Transformation of Nature and the Problems for 
Soviet Science: A. Torcutev. Western Germany under the Five Anglo- 
American Instigators of War : M. BoGACHEVSKY. 

No. 4, 1951. The Great Stalinist Construction Projects and their Role in 
Creating the Material Productive Basis for Communism : Y. ZHUKOVSKY 
and E. Russaxovsky. Fora Further Improvement in Organisation and a 
Lowering of Costs of Construction: F. Dosprynin and L. Kvrrnitsxky. 
The Development of Livestock Breeding on State Farms : V. DOMRACHEV. 
To Widen by every Means the Production of Consumer Goods in Enter- 
prises of Local and Co-operative Industry: Y. CHaparv. The work 
of Genius by V. I. Lenin on Imperialism : L. ALTER. 


The Economic Studies Quarterly (In Japanese) 

Vot. II, No. 1, January 1951. The Method of ‘‘ Social Accounting” and 
the Concept of ‘*‘ Balance” or ‘‘ Assets and Liabilities’’ as a Method of 
Analysis of Monetary Economy: T. Taxanasut. “‘ Full Employment” 
in a Period of Reconstruction: J. R. Hicks (translated by Y. O1sur). 
To Foster Douglas’ Production Function: H. Immoto. Multipliers in 
relation to Three Aspects of National Income: K. Mtyazawa. On the 
Theory of the Multiplier: T. Hayakawa. William Stanley Jevons: T. 
TERAO. 

The Economic Review (In Japanese) 

Vout. II, No. 1, January 1951. Non-equivalent Exchange in International 
Trade: 2. Axamatsu. Everyday Life as Abode of Economy: H. 
Aoyama. Measurements of Standard of Living in Japan: K. Okawa 
and T. Nopa. The Transition from Feudalism to Capitalism: P. M. 
SweEEzy and M. Doss. The Life of Sir William Petty : 8. Matsukawa. 





NEW BOOKS 
British 

ALLEN (G. C.). British Industries and Their Organization (third 
edition). London: Longmans, Green, 1951. 84’. Pp. xi + 289. 
17s. 6d. 

{For this edition Professor Allen’s standard work (reviewed by Sir Arnold 
Plant in the Economic JourNnat of March 1934) has been completely revised and 
rewritten. The material added includes a long survey of the evolution of British 
industry as a whole between the wars, and new chapters on rayon and building— 
the latter particularly welcome in view of the scanty treatment commonly 
accorded to the industry in text-books on industrial organisation. As in former 
editions, Professor Allen is more concerned to give his readers material from 


which to form their own judgments than to provide them with ready-made 
conclusions on controversial topics. ] 


AnpREws (P. W.S.) and BRUNNER (ELIZABETE). Capital Develop- 
ment in Steel; a study of the United Steel Companies Ltd. Oxford : 
Basil Blackwell, 1951. 10”. Pp. x + 374. 30s. 


[To be reviewed. ] 
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Bray (F. SEWELL). The Accounting Mission. Melbourne Univer- 
sity Press for the Commonwealth Institute of Accountants (London : 
Cambridge University Press), 1951. 834”. Pp. vi+ 89. 15s. 


[To be reviewed. } 


Carrncross (A.). Introduction to Economics (second edition). 
London: Butterworth, 1951. 84’. Pp. viii + 592. 18s. 6d. 


(This new edition of Prof. Cairncross’s well-known and well-established text- 
book has given the opportunity for a complete change in its format. The un- 
attractive and over-crowded type of the first edition has disappeared. The new 
edition is on a large page, far less tightly packed, and altogether less exacting on 
theeyes. At the same time there have been considerable revisions of matter. In 
the earlier Parts the structure is not greatly changed, and the arrangement of 
chapters remains as before; in Part I some concession is made to the national 
income approach in a new chapter which gives some account of the concepts, 
the problems of measurement, the flows of income and its growth through time; 
there is a brief account also of national capital and its constituents. There has 
been some considerable revision of the treatment of the theories of value and of 
distribution. The chapters on Money and Banking have been abbreviated, the 
order of treatment changed so as to put earlier the discussion of inflation, and 
the section on foreign trade considerably revised. The largest changes are in the 
final Part, where the treatment of the State and the Economic Order has been 
drastically revised and expanded, in view of the changed emphasis on State 
activity since the War. It will be a great gain to have this more usable edition of 
a well-tried book. ] 


Carrk (EK. H.). The New Society. London: Macmillian, 1951. 
74”. Pp.119. 7s. 6d. 
[To be reviewed. ] 


Cuester (D. N.) (Ed.). Lessons of the British War Economy. 
The National Institute of Economic and Social Research “‘ Economic 
and Social Studies ” series No. X. Cambridge University Press, 1951. 
93”. Pp. xii + 260. 22s. 6d. 

[To be reviewed. ] 


CLAPHAM (M.). Criry OF BIRMINGHAM COLLEGE OF COMMERCE. 
Business Administration Pamphlet No. 2. The Value of Hconomics in 
Commercial and Industrial Education. Birmingham: City of Bir- 
mingham College of Commerce, 1951. 8}. Pp. 14. 6d. 


{In this entertaining and penetrating address, the author speaks of the value 
of the approach inculcated by the study of economics alike for technicians and 
personnel officers and for those engaged on the commercial side of business. ] 


Couz (G. D.H.). The British Co-operative Movement in a Socialist 
Society. London: Allen and Unwin, 1951. 83”. Pp. 168. 12s. 6d. 
[To be reviewed. ] 


CO-OPERATIVE WHOLESALE Socrety. A Consumers’ Democracy. 
Manchester: Co-operative Wholesale Society, 1951. 11’. Pp. 160. 
58. 


[A profusely illustrated popular account of the history of the Co-operative 
Wholesale Society and of its present structure and activities.] 


Crump (N.). The ABC of the Foreign Exchanges (eleventh 
edition). London: Macmillan, 1951. 73”. Pp. vii+ 403. 12s. 6d. 

(Mr. Crump’s last revision of this book, originally written by George Clare in 
1892, was published in 1936. Material carried over from that edition now 
comprises less than half of Mr. Crump’s new revision. The remainder is devoted 
to a description of the organisation of foreign-exchange dealings during and since 
the war (revised up to September 1950), and gives the non-specialised reader much 
the most convenient account of its technical intricacies that has yet been made 
available. ] 
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Diespy (MarGcaret). Agricultural Co-operation in the Common- 
wealth. Oxford: Basil Blackwell, 1951. 83”. Pp. 172. 15s. 
[To be reviewed.] 


Dopp (A. H.). The Industrial Revolution in North Wales (second 
edition). Cardiff: University of Wales Press, 1951. 83’. Pp. xl + 
439. 21s. 

(This is a photographic reprint of Professor Dodd’s well-known work, the 
first edition of which was reviewed by Professor G. N. Clark in the Economic 
JOURNAL of December 1935. Alterations in the present edition are confined to 
the correction of minor errors and the addition of a supplement to the bibliography 
to deal with books and articles published since 1930.] 


Evucken (W.). This Unsuccessful Age, or the Pains of Economic 
Progress. London: William Hodge, 1951. 83”. Pp. 96. 10s. 


[To be reviewed. ] 


FEDERATION OF British Inpustrigs. Utility Schemes and 
Purchase Tax ; effects of the present system upon export trade. Lon- 
don: F.B.1., 1951. 84”. Pp. 16. 


{It is argued that purchase tax adversely affects exports by preventing 
firms from enjoying to the full the economies of large scale and from using the 
home market as a trial ground for experimental products. } 


Firestone (0. J.). Residential Real Estate in Canada. Univer- 
sity of Toronto Press (London: Geoffrey Cumberlege), 1951. 10”. 
Pp. xxii + 514. 37s. 6d. 


[To be reviewed.] 


Forp (P.) and Bounp (J. A.). Coastwise Shipping and the Small 
Ports. Oxford: Basil Blackwell, 1951. 9%’. Pp. 52. 10s. 6d. 
[To be reviewed.] 


GrorGcE (M. Dorotuy). London Life in the Eighteenth Century. 
Series of Reprints of Scarce Works on Political Economy No. 12. 
Reprinted by the London School of Economics and Political Science, 
1951. London: Kegan Paul, Trench, Trubner, 1925. 8}’’. Pp. 
xii + 452. 12s. 6d. 

[The addition of this impressively learned and at the same time fascinating 
work to the reprint series of the London School of Economics and Political 
Science will be widely welcomed.] 


Gronpona (L. Str. CLARE). Stabilising Prices of Commodities, 
Ending Inflation and Fear of Future Slump. No International Pact or 
Control Required. Coventry: Harry Ferguson, 1951. 10’. Pp. 21. 


[This pamphlet outlines in brief a scheme which will be more fully expounded 
in a book which the author has in preparation. The essence of the proposal 
is that the principle of the gold standard should be extended to the leading 
staples; a public corporation should fix upper selling and lower buying points 
which would serve to stabilise prices within the given range, provision being 
made for changes in these prices if the stocks held by the corporation altered 
beyond a certain extent.] 


HansEn (B.). A Study in The Theory of Inflation. London : 
Allen and Unwin, 1951. 9’. Pp. xiii + 262. 18s. 


[To be reviewed. ]} 


Harrop (R.). And So It Goes On: further thoughts on present 
mismanagement. London: Rupert Hart-Davis, 1951. 74’. Pp. 
192. 6s. 

[This book is in effect, as its title suggests, a continuation of Mr. Harrod’s 
earlier inquiry Are These Hardships Really Necessary? It reprints articles that 
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appeared, largely in the course of 1947-49, in Soundings, in The Plain View, in 
Horizon, and in various Bank Reviews. The style is designedly aggressive and 
polemical. Mr. Harrod does not woo with gentle words those who disagree with 
him. He castigates them publicly and violently, perhaps for their good but 
certainly not for their persuasion. He refers every action of a Socialist Minister 
to the criteria of his own brand of vigorous and militant liberalism and every true 
liberal will enjoy his attacks. Others will find it interesting to try to assess 
Mr. Harrod’s own remedies and objectives : heavy investment cuts, the sweeping 
away of controls, the pursuit of the convertibility of sterling, by making it as 
hard as the dollar. It is extraordinarily difficult to judge whether a more ruthless 
Snowden sitting at the Chancellor’s desk and implementing Mr. Harrod’s policies 
would have achieved a quick and effective restoration of national economic health, 
or whether he would rather have provoked discouragement, turmoil and the 
growth of revolutionary movements. It will be fascinating now to watch how 
far a more liberal-minded Government may feel able to pursue the paths of 
economic liberalism unmitigated by regard to the political consequences. } 


Henperson (R. F.). The New Issue Market and the Finance of 
Industry. Cambridge: Bowes and Bowes, 1951. 83”. Pp. 172. 
25s. 

[To be reviewed.] 


THE Hvupson’s Bay Recorp Society. Peter Skene Ogden’s 
Snake Country Journals, 1824-25 and 1825-26. Edited by E. E. Rich 
assisted by A. M. Johnson. London: The Hudson’s Bay Record 
Society, 1950. 9%’. Pp. 94 + 283. 

(This latest addition to the Hudson’s Bay Record Society’s sumptuously 
produced series contains the journals kept in 1825-26 by the leader of two trapping 
expeditions into the Snake Country in Oregon. The policy of the Hudson’s Bay 
Company at the time was that the country should be trapped bare, in order to 
make American expansion into the area unprofitable and so protect from American 
competition the Company’s more lucrative domains to the north. The journals 
have been elaborately annotated for the present edition, and a long introduction 
describes their historical setting. ] 


Kernav (W.). Principles of Private and Public Planning: a 
study in economic sociology. London: Allen and Unwin, 1951. 
8}. Pp. 272. 16s. 

[To be reviewed.] 


Korner (E.). The Law of Freedom as the Remedy for War and 
Poverty. Two volumes. London: Williams and Norgate, 1951. 
8}. Pp. xxiii + 562. 42s. 

[To be reviewed. ] 


Laski (H. J.). Reflections on the Constitution: the House of 
Commons, the Cabinet and the Civil Service. Manchester University 
Press, 1951. 74. Pp. 220. 12s. 6d. 

[To be reviewed.] 


LEVER BROTHERS AND UNILEVER LimitTED. Distribution. Lon- 
don: Lever Brethers and Unilever Ltd., 1951. 84”. Pp. 15. 


(Sir Geoffrey ifeyworth reviews the position of the distributive trades in 
Great Britain and argues that the need to safeguard consumers’ freedom of 
choice justifies most of the practices that give rise to the charge of waste or 
excessive cost.] 


Mounsy (D. L.). Industry and Planning in Stepney. A report 
presented to the Stepney Reconstruction Group, Toynbee Hall. 
London : Oxford University Press, 1951. 83”. Pp. xiv + 466. 30s. 

[To be reviewed.] 
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Nertt (J. P.). The Eastern Zone and Soviet Policy in Germany, 
1945-50. London: Oxford University Press, 1951. 84}. Pp. xix ++ 
324. 21s. 

[To be reviewed. ] 


PaRKINSON (HARGREAVES). Ownership of Industry. London: 
Eyre & Spottiswoode, 1951. 10”. Pp. 129. 25s. 


[Reviewed in this issue.] 


PitumMMER (A.). International Combines in Modern Industry 
(third edition). London: Pitman, 1951. 8}. Pp. ix + 309. 25s. 


(The third edition of this work, which was first published in 1934 and revised 
in 1938, incorporates a discussion of recent developments in civil aviation 
and other industries. The author emphasises that the political and economic 
aspects of international combination are becoming ever more difficult to separate. ] 


RESERVE BANK OF NEw ZEALAND. Money Supply in New Zealand 
and other articles. Wellington: Reserve Bank of New Zealand, 1951. 
11”. Pp. 23. 


[A reprint of a number of articles on banking and monetary policy recently 
published in the Statistical Summary of the Resorve Bank of New Zealand.) 


RowntTrEE (B. S.) and Lavers (G.R.). English Life and Leisure : 
a social study. London: Longmans, Green, 1951. 93”. Pp. xvi + 
482. 15s. 


(To be reviewed. ] 


RowntTrRE£E (B. S.) and Lavers (G. R.). Poverty and the Welfare 
State; a third social survey of York dealing only with economic ques- 
tions. London: Longmans, Green,1951. 73”. Pp.v+104. 7s. 6d. 

[To be reviewed.] 


SrmuBERMAN (L.). Analysis of Society. London: William Hodge, 
1951. 83”. Pp. x + 262. 165s. 
[To be reviewed. ] 


SmitH (K.). The Malthusian Controversy. London: Routledge 
and Kegan Paul, 1951. 8}. Pp. vii + 350. 30s. 
[To be reviewed. ] 


Srarra (P.) (with the collaboration of M. H. Doss). The Works 
and Correspondence of David Ricardo. Vol. I. On the Principles of 
Political Economy and Taxation. Pp. Ixii + 447. Vol. II. Notes 
on Malthus’s Principles of Political Economy. Pp. xviii + 463. 
Cambridge University Press (for the Royal Economic Society), 1951. 
9’. 248. each. 


[Reviewed in this issue.] 


Sraut (KaTHLEEN). The Metropolitan Organization of British 
Colonial Trade. London: Faber and Faber, 1951. 8}”. Pp. xv + 
313. 25s. 


[To be reviewed. ] 


Swiss Bank CorporaTion. British Exports and Exchange 
Restrictions Abroad (fifth edition). London : Swiss Bank Corporation, 
1951. 8}. Pp. 141. 

[The fifth edition of this booklet has been revised to take account of “‘ liberal- 
isation’’ measures adopted within the O.E.E.C. and other recent changes. 
A useful table is included showing the various types of sterling accounts held 
by non-residents and the directions in which transfers may be made.] 

No. 244.—voL. LXI. 20 
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TIMLIN (MABEL F.). Does Canada Need More People? Toronto : 
Oxford University Press (London : Geoffrey Cumberlege), 1951. 74’. 
Pp. xii + 143. 15s. 

(The likely economic consequences for Canada of further increases in popu- 
lation—whether by immigration or by natural increase—depend very largely on 
their repercussions on her external trading position. In this respect Canada’s 
population problem resembles that of the United Kingdom and differs from that 
of the United States. In this thoughtful study, Dr. Timlin argues that the extent 
of unutilised natural resources in Canada makes it likely that an increase in 
population would raise output per head in both primary and secondary production 
and reduce the nation’s relative dependence on imports. ] 


Youncson Brown (A. J.). The American Economy, 1860-1940. 
London: Allen and Unwin, 1951. 84’. Pp. 208. 15s. 
[To be reviewed. ] 


Irish 


JOHNSTON (J.). Irish Agriculture in Transition. Dublin: Hodges, 
Figgis (Oxford : Basil Blackwell), 1951. 84’. Pp. xviili+ 185. 15s. 
[To be reviewed. ] 


Indian 


AcrawaL (A. N.) (Ed.). Indian Agriculture and Its Problems. 
Ramjas College Economics Society Publication No. 2. Delhi: Ranjit 
(Cambridge : Students’ Bookshops), 1951. 7”. Pp. 184. Rs. 2-8-0. 


(The problems of food shortage and food production are more acute in India 
to-day than for many generations. This workman-like little book provides a 
useful background to these problems. The author begins by stressing the low 
yields of Indian agriculture—for wheat two-thirds of that of China, one-third of 
that of Egypt; he goes on to analyse the causes of backwardness and the pos- 
sibilities of improvement. This naturally brings him to the size of holdings and 
the possibilities of enlarging holdings by collective farming and the experience of 
Russia, and to the scope of co-operative farming as a means to achieve the same 
ends. In two further chapters he discusses agricultural finance and agricultural 
prices. This leads him tothe various development projects, and especially the multi- 
purpose river project on the Damodar and other rivers, of which 257 projects— 
we are told—are now in different stages of planning or execution. All this 
finally brings the author to the outstanding problems of food policy, mechanisa- 
tion, labour supply, land-tenure reforms. A last chapter deals with agricultural 
planning.] 


GOVERNMENT OF HypDERABAD. A Review of Hyderabad Finance. 
With an introduction by C. V. 8. Rao. Hyderabad: Government 
Press, 1951. 10’. Pp. xii -+ 375. Rs. 18/-. 


(This gives a detailed account of the financial administration of Hyderabad 
State, beginning (apart from a brief glance at earlier periods) with the assumption 
of the office of Dewan by Sir Salar Jung in 1853 and the reforms which he intro- 
duced in the following years and coming down to a detailed account of the 
financial methods and policies of the last few years. } 


KoxtuHatTKar (V. Y.) and Kocexar (S. V.). An Introduction to 
Economics. Bombay: Macmillan, 1950. 73”. Pp. x + 240. Rs. 
2-12-0. 

{A small text-book of economics designed for the Indian student. It begins 
with the scope and nature of economics. It goes on to the physical and institu- 
tional environm’nt. In successive chapters it deals with wants, expenditure, 
utility, substitution, elasticities of demand; with production, organisations of 
factors, increasing and diminishing returns, scale effects, location, the effects 
of population; with markets, supply schedules, price determination under 
competition and monopoly, comparative costs and international trade; with the 
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factor markets and the determination of wages, rents, profits, interest rates. It 
then goes on to the monetary and banking systems, the measurement of price 
changes, credit creation, currency standards, exchange rates. There follows a 
chapter (perhaps somewhat remote from the discussion of the theory of production) 
on forms of organisation of industry and agriculture. Two final chapters deal 
with public finance and planning in war and peace. There is a series of test 
questions. Within its limits it is reasonably accurate. But so large a field 
cannot be covered in a little over 200 pages without extreme compression, and 
only experience can show whether students can get anything worth while from the 
three or four sentences in which large issues have to be dealt with.] 


Pruat (T.S.). An Outline of the Co-operative Movement in India. 
Madras: The Little Flower Co., 1951. 73”. Pp. viii+ 252. Rs. 
3-7-0. 

[An account by the President of the Madras Provincial Co-operative Bank of 
the structure and activities of the Co-operative Movement in India. ] 


Popvuvat (R. N.). Finance of the Government of India since 1935. 
Fountain Delhi: Premier Publishing Co.. 1951. 83’. Pp. iv + 322. 
Rs. 12-8-0. 

[The problems of public finances in India are very different to-day from those of 
1939. The changes are due partly to the war and to the reversal of indebtedness 
between India and the United Kingdom, partly to the effects of changing prices 
as well as of war finance on the burden of debt, partly to the emergence of new 
ideas of the rate of economic development for which India should strive since 
independence and partition. Dr. Poduval has written a well-documented and 
useful study. He stresses the dangers of continuing inflation and the importance 
of budgetary equilibrium. ‘‘ Economy in expenditure is the obvious need of the 
home.” If this is not achieved the alternatives, he argues, are the aggravation of 
inflationary conditions or the drastic curtailment of development expenditure. 
Since he is anxious to avoid that he argues vigorously the importance of economy.] 


ReEsERVE Bank or Inp1A. Co-operative Education. Bombay : 
K. Sarvothama Rao for the Reserve Bank of India, 1951. 84. Pp. 
104. Rs. 1. 


[This is a comparative study, addressed to Indian readers, of the educational 
activities of the Co-operative Movements of the leading countries. It includes 
fairly detailed accounts of such work in the United Kingdom, Canada, the 
U.S.S.R. and the U.S.A., and briefer accounts of it in many other European 
countries, on both sides of the Curtain. It then goes on to provide similar 
information for most of the Indian States.] 


Sayana (V. V.). Sharing and Fixed Tenancy Systems. Madras : 
The Business Week Press, 1949. 74’. Pp. xi+ 137. Rs. 3/-. 


[This is a study of the rival virtues and defects of cash rents, rents fixed in 
kind and arrangements for some kind of division of produce. ] 


American 


Borcuarp (E.) and Wynne (W. H.). State Insolvency and 
Foreign Bondholders. Volume I. General Principles. Volume II. 
Selected Case Histories of Governmental Foreign Bond Defaults and 
their Readjustments. New Haven: Yale University Press (London : 
Geoffrey Cumberlege), 1951. Vol. I, 93”. Pp. xxx + 381. Vol. II, 
94". Pp. xxv + 652. 162s. 6d. 


[This massive work is addressed primarily to the student of international law, 
but part of it, especially the detailed case histories in Volume II, will also be 
useful for reference to economists and economic historians. ] 


Brems (H.). Product Equilibrium under Monopolistic Com- 
petition. Cambridge, Mass.: Harvard University Press (London: 
Geoffrey Cumberlege), 1951. 84’. Pp. viii + 253. 30s. 

[To be reviewed. ] 
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THE Brooxines Institution. Current Issues in Foreign Economic 
Assistance. Washington: The Brookings Institution, 1951. 9”. 
Pp. vi+ 103. $1.00. 


[This report is the work principally of Redvers Opie and William Adams 
Brown, working for an International Studies Group, of which Leo Pasvolsky 
is the Director. It brings out the shift of emphasis from economic and technical 
aid for recovery and development to military assistance for rearmament. A first 
background chapter sketches the changes and broadening of American policy. 
A second deals with the whole concept of European recovery, culminating in the 
Economic Co-operation Act of 1948 and the operations of E.C.A. A third 
chapter describes the subsequent progress of European recovery. A fourth deals 
with American assistance outside Europe. A fifth describes the state of affairs 
just before and after rearmament. A final chapter sums up the issues and con- 
clusions. This chapter seeks to answer certain key questions: Should general 
assistance be discontinued ? What priorities should be established in meeting 
claims for assistance? Through what channels should assistance be rendered ? 
What conditions should be attached? Should the E.C.A. be continued? The 
principal conclusions reached are that military aid is not enough; that European 
rearmament should have a priority, but not to the exclusion of all else; that 
tying-clauses and unilaterally imposed conditions should be avoided, and ob- 
jectives of economic policy agreed with allied countries; that E.C.A. should be 
continued with such adjustments as changed conditions require.] 


Burns (A. F.). Looking Forward. 31st Annual Report of the 
National Bureau of Economic Research, Inc. New York: National 
Bureau of Economic Research, 1951. 9°’. Pp. 60. 


{In the introductory paper which precedes the detailed survey of the National 
Bureau’s activities during 1950, Arthur F. Burns points out how frequently in the 
past the research work of the National Bureau has proved to be of value in ways 
and for purposes which were not contemplated at the time when the research was 
being carried out. ‘‘In the long run nothing is more practical than funda- 
mental research,” even if the usefulness of the results is not always apparent at 
once. ] 


CAMPBELL (C. S.). Special Business Interests and t':: Open Door 
Policy. New Haven: Yale University Press (Lon. .»: Geoffrey 
Cumberlege), 1951. 94’. Pp. 88. 20s. 


[An interestingly written and scholarly monograph on the part played by 
business interests——especially exporters of cotton goods and seekers after railroad 
concessions—in bringing about the adoption by the U.S. administration in the 
closing years of the nineteenth century of the Open Door Policy as the guiding 
principle in relations with China.] 


Cuasz (S.). “‘ Operation Bootstrap’ in Puerto Rico. Report of 
Progress, 1951. Planning Pamphlets No. 75. Washington: National 
Planning Association, 1951. Pp. vii+ 72. $1.00. 


[A popular and non-statistical account of the present-day economy of Puerto 
Rico and of the industrialisation project which is being executed there. ] 


CLEMENCE (R.V.). Income Analysis. Cambridge, Mass. : Addison- 
Wesley Press, 1951. 7”. Pp. ix + 182. $2.50. 


[This admirably lucid introduction to income theory contrives to expound a 
considerable body of theory within a surprisingly small compass. The book 
opens with one of the few accounts of ‘‘ scope and method ” known to the reviewer 
which are really intelligible to beginning students of economics without deing 
platitudinous. The remainder of the first Part consists of explanation and 
illustration of the concept of the circular flow of incomes. Part II contains an 
exposition of the theory of consumption, saving and the multiplier, followed by a 
brief account of the acceleration principle and the theory of the trade cycle to 
which it gives rise. The only doubt that may be felt about this part is whether it 
is altogether wise to introduce students to some of the decidedly contentious and 
complex issues involved at such an early stage of their studies. A short con- 
cluding section discusses the role of government. ] 
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Dickinson (F. G.) and Brapiey (C. E.). Medical Service Areas: 
Population, Square Miles and Primary Centres. Chicago: American 
Medical Association, 1951. 114”. Pp. 48. 

(Tables designed to enable physicians, medical officers and the like, to have 


accurate information of the boundaries, population and area of each of the 757 
medical service areas into which the United States are divided.] 


Duriscu (L. L.) and Macon (H. L.). Upon Its Own Resources. 
Conservation and State Administration. Alabama: University Press, 
1951. 8%”. Pp. ix + 136. $3.00. 

(This study of the administrative aspects of resource conservation policy in 
the American Southeast is the result of a research project jointly undertaken by 
six state universities and the Tennessee Valley Authority.] 


GopinE (M. k.). The Labor Problem in the Public Service. 
Cambridge, Mass.: Harvard University Press (London: Geoffrey 
Cumberlege), 1951. 9”. Pp. xii+ 305. 32s. 6d. 


[To be reviewed.] 


Gorpon (L. J.). Elementary Economics. New York: American 
Book Company, 1950. 94’. Pp. xxx + 576. $5.00. 
[To be reviewed.] 


Hatt (C. A.). Effects of Taxation; executive compensation and 
retirement plans. Boston: Harvard Business School, 1951. 8}. 
Pp. xv + 365. $4.25. 

[A detailed analysis of the effects of taxation on the relative popularity amongst 
businesses of the various types of bonus scheme and other such forms of executive 
compensation, including particularly the adoption of generous superannuation 
policies.] 


Haim (G. N.). Economic Systems. A comparative analysis. 
New York: Rinehart, 1951. 9’. Pp. x-+ 438. $4.50. 


[To be reviewed.] 


Hertz (D. B.) (Ed.) (assisted by A. H. RuBENsTErN). Costs, 
Budgeting and Economics of Industrial Research. Proceedings of the 
first annual Conference on Industrial Research, June 1950. Sponsored 
by the Department of Industrial Engineering, Columbia University. 
New York : King’s Crown Press (London : Geoffrey Cumberlege), 1951. 
84". Pp. x+ 261 30s. 

[A series of addresses py different authors on problems of industrial research, 
followed by discussions. ] 


Hertz (J. H.). Political Realism and Political Idealism. Univer- 
sity of Chicago Press (London: Cambridge University Press), 1951. 
84". Pp. xii + 275. 28s. 


[To be reviewed. 


THE HIsPANIC FOUNDATION OF THE LIBRARY OF CONGRESS. Hand- 
book of Latin American Studies: 1947. No. 13. Cambridge, Mass. : 
Harvard University Press (London : Geoffrey Cumberlege), 1951. 9”. 
Pp. x + 239. 55s. 

{The present edition of this annotated bibliography of current publications on 
Latin American studies contains the usual sections on the economics of the 
Caribbean area and of Latin America generally. It has been necessary to go to 
press without a treatment of economic publications on Argentina and a number of 
other South American states, and these will be dealt with in a subsequent edition. ] 
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Katona (G.). Psychological Analysis of Economic Behaviour. 
New York, Toronto and London: McGraw-Hill, 1951. 9’. Pp. ix + 
347. 42s. 6d. 

[To be reviewed. ] 


Koopmans (T. C.) and Others (Ed.). Activity Analysis of Pro- 
duction and Allocation. Proceedings of a Conference. Cowles 
Commission Monograph No. 13. New York: John Wiley (London : 
Chapman and Hall),1951. 9”. Pp. xiv + 404. 36s. 


[To be reviewed.] 


KURRELMEYER (L. H.). The Potash Industry. Analysis o* 
recent developments in the economics of the potash industry with 
particular reference to Carlsbad, New Mexico. Alburquerque: Univer- 
sity of New Mexico, 1951. 84’. Pp. vi-+ 83. $1.50. 

[This competent survey touches on all aspects of the American potash industry 
—the course of output and demand over time, the competitive structure of the 
industry, its relations with government, etc. The industry, which is of com- 


paratively recent development, is a mixed oligopoly, being composed of four large 
firms and three small ones. ] 


Leontier (W. W.). The Structure of American Economy, 
1919-1939 (second edition enlarged). New York: Oxford University 
Press (London: Geoffrey Cumberlege), 1951. 9}. Pp. xvi + 264. 
35s. 


[To be reviewed. ] 


Lerner (A.P.). Economics of Employment. New York, Toronto 
and London : McGraw-Hill, 1951. 9’. Pp. xv + 397. 34s. 
[To be reviewed.] 


Love (EstHEeR M.). Operating Results of Limited Price Variety 
Chains in 1950. Bureau of Business Research Bulletin No. 135. 
Boston, Mass.: Harvard Business School, 1951. 11’. Pp. vi + 26. 
$2.00. 


(Sales and profits of these chains in 1950 showed the expected increase over 
1949. The extent of the increase was less proportionately than that experienced 
by department stores, largely because the latter had been more severely affected 
by the recession of 1949.} 


Lutz (F. and Vera). The Theory of Investment of the Firm. 
Princeton University Press (London: Geoffrey Cumberlege), 1951. 
9”. Pp.x+ 253. 25s. 

[To be reviewed. ] 


McCanan (D.) (Ed.). Life Insurance Trends at Mid-Century. 
Philadelphia : University of Pennsylvania Press (London: Geoffrey 
Cumberlege), 1950. 84”. Pp. xiv + 176. 22s. 

[A symposium on the problems facing life insurance companies at the present 
time. The dominant position occupied by these companies in some sectors of the 
capital market gives particular importance to the effect of lower interest rates on 
their investment policies, a topic discussed in several of the essays included. ] 


McKee (C. W.) and Movtton (H. G.). A Survey of Economic 
Education. Washington: The Brookings Institution, 1951. 9”. 
Pp. viii + 63. 50c. 

[The inquiry undertaken by the authors of this booklet has left them dissatis- 
fied with the state of economic education in the United States. In high schools, it 
appears, only 20% of students take courses in the subject, and teachers are com- 
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monly ill-qualified; in colleges and universities, despite some improvement in 
recent years, economics is often found by the students one of the least interesting 
courses. Text-books in use are not altogether satisfactory; either they are 
abstract and lacking in application to the real world, or else, if more up to date, 
they give insufficient emphasis to the merits of the private enterprise system. 
The authors’ conclusion, that the main objective is that economics should be 
more extensively taught in high schools, is one from which most British economists 
would dissent. One cannot help feeling that little intellectual advancement 
would be achieved by the veneral study on the part of students of immature age 
of what could hardly be otner than Americanised versions of Harriet Martineau 
brought up to date.] 


McNair (M. P.). Operating Results of Department and Speciality 
Stores in 1950. Bureau of Business Research Bulletin No. 134. 
Boston, Mass.: Harvard Business School, 1951. 11”. Pp. vi + 58. 
$5.00. 

(This report, the thirty-first in an annual series, contains, in addition to the 
usual analyses of sales, costs and profits during the year, an interesting section on 
the effects of the last-in-first-out method of inventory valuation (‘‘ Lifo ”’) which 
is now replacing “‘ Fifo ”’ (first-in-first-out) in the accounting practice of many U.S. 
department stores. } 


MitcHett (S. K.). Taxation in Medieval England. Edited by 
Sidney Painter. New Haven: Yale University Press (London: 
Geoffrey Cumberlege), 1951. 9}. Pp. 413. 32s. 6d. 

[To be reviewed.] 


Orre (R.) and Associates. The Search for Peace Settlements. 
Washington : The Brookings Institution, 1951. 9’. Pp. xvii + 366. 
$4.00. 

[To be reviewed.] 


Parks (W.). United States Administration of its International 
Economic Affairs. Baltimore: Johns Hopkins Press (London : 
Geoffrey Cumberlege), 1951. 9”. Pp. xxv + 315. 40s. 


[To be reviewed.] 


Princeton UNIversity International Finance Section. Survey 
of United States International Finance, 1949. Prepared by GARDNER 
PaTTERSON. Princeton University Press (London: Geoffrey Cum- 
berlege), 1950. 9”. Pp. x-+ 222. Ills. 6d. 


{An account, prepared in the International Finance Section of Princeton 
University of the policies and activities of the United States during 1949 in the 
field of international finance. It is in the main factual and statistical and only 
rarely considers in the body of the text the wisdom or unwisdom of the pclicies. 
The most interesting discussion of this is in a final chapter which stresses the 
transition, already apparent in 1949, between the phase of reactivation and that 
of final adjustment to the post-war world. Here it makes very clear the con- 
tradictions between those policies designed to re-create convertibility and 
multilateral trade on a world scale and those designed to create integrated 
regional blocs, discriminating in their external trade against the United States 
and other hard-currency regions. It lists ten very significant questions on which 
much more information was needed if the regional solution was to be preferred 
(as then seemed to be E.C.A. policy) to the world solution.] 


Rum (B.) and GeiceR (T.). The Five Percent. ~lanning Pamphlets 
No. 73. Washington: National Planning Association, 1951. 8’. 
Pp. viii + 23. 50c. 

[This pamphlet describes the opportunities afforded to business corporations 


by the deduction of 5% of net earnings before taxes which they are permitted 
to make for expenditures on educational, scientific and welfare purposes. ] 
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SaMUELSON (P. A.). Economics. An introductory analysis 
(second edition). New York and London: McGraw-Hill, 1951. 9’. 
Pp. xxii + 762. 36s. 

{In this completely rewritten new edition, Professor Samuelson’s text-book 
retains the very high position it has established for itself amongst the type of text 
that aims to be comprehensive rather than introductory. The factual material 
has been brought up to date; there has been substantia! revision and re-arrange- 
ment (some of it, it may be observed, on the lines suggested by Mrs. Croome in her 
review of the first edition in the Economic JourNAL of March 1949); and an 
extensive new section on income distribution and the pricing of factors of pro- 
duction is distinguished by the usual clarity and vigour. With this and other 
additions, the material assembled is of formidable dimensions to be included in 
an elementary course. Few teachers of economics in English universities will 
wish their pupils to work through the book in its entirety. But any student who 
acquires the book—and is not deterred by its price—will find himself able to 
refer to it with profit from the start of his course right up to his final year. ] 


Sanpvers (T. H.). Effects of Taxation on Executives. Boston : 
Harvard Business School, 1951. 84. Pp. xiii + 229. $3.25. 

[The author finds little evidence that high rates of taxation have led to a 
slackening of effort on the part of business-men, though they may have lessened 
their readiness to change jobs. Among other topics considered, on the basis 
mainly of personal interviews, are the effects of taxation on the policy adopted by 
business-men for the investment of their personal savings. ] 


Unitep States CHAMBER OF COMMERCE. Economic Policies for 
National Defense. A Report of the Committee on Economic Policy. 
Washington : U.S. Chamber of Commerce, 1951. 9”. Pp. 36. 50c. 


{A statement of the various means that may be adopted to avoid inflation 
in the execution of the rearmament programme. ] 


UniTED States CHAMBER OF COMMERCE. The Economics of the 
Money Supply; bank reserves, credit and the forces of inflation and 
deflation. Washington: U.S. Chamber of Commerce, *%51. 9”. 
Pp. 39. 50c. 

(The opening pages prepare the reader for a polemic against inflationary 
monetary policies; but what follows is in fact a lucid and non-controversial 
explanation of the relation between the quantity of money and the banking 
system in present-day America. ] 


UnIrTEep STATES CHAMBER OF COMMERCE. Toward Worker Security. 
The Report of a Special Committee. Washington: U.S. Chamber of 
Commerce, 1951. 9”. Pp. 19. 25c. 


[A plea for the application of the voluntary principle to social security problems 
over as wide a range as possible. ] 


Waite (M. I.). Personal Income Tax Reduction in a Business 
Contraction. New York: Columbia University Press (London: 
Geoffrey Cumberlege), 1951. 9’. Pp. 144. 16s. 

[The author computes the extent to which consumption expenditure might 
be prevented from falling in a recession in the United States, first by the auto- 
matic reduction in income-tax receipts consequent upon the fall in taxable 
incomes and secondly by reductions in tax rates or increases in allowances. An 
estimate is attempted of the differences made to the results according as tax 
rates are revised annually or at more frequent intervals. ] 


Winn (W.). Positioning of Securities on Over-the-Counter 
Markets. Philadelphia: University of Pennsylvania Press, 1951. 
10”. Pp. vi+ 70. 85c. 

(This monograph is concerned with the extent to which investment banking 
firms make market commitments on their own account and the policies under- 
lying such commitments. ] 
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Wo tre (M.). The French Franc Between the Wars, 1919-1939. 
New York: Columbia University Press (London: Geoffrey Cumber- 
lege), 1951. 9”. Pp. 229. 21s. 

[To be reviewed.] 


Wricat (D. McC.) (Ed.). The Impact of the Union. Eight 
economic theorists evaluate the labor union movement. J. M. CLARK, 
G. HABERLER, F. H. Knicut, K. E. Bountpine, E. H. CHAMBERLIN, 
M. Frrepman, D. MoCorp Wricut, P. A. Samugetson. New York: 
Harcourt Brace, 1951. 8”. Pp.ix+ 405. $4.00. 


[To be reviewed.] 


French 


LasswELt (H. D.) and LF-Ner (D.) (Eds.) (with the collaboration of 
H. H. Fisuer, E. R. HmeGaiw and 8. K. Papover). Les “ Sciences de 
la Politique” aux Etats-Unis. A series of studies contributed by 
K. J. Arrow, A. Bavenas, E. R. Hitearp, C. KiuckHoun, H. D. 
LasswELL, D. Lerner, R. Likert, M. Mean, R. K. Merton and 
E. A. Sums. Paris: Armand Colin, 1951. 93”. Pp. xvi + 305. 
700 frs. 

[To be reviewed. ] 


InstTITUT DE ScrENCcE Economique APPLIQUL&E (Cahiers serie A). 
Les Plans Monétaires Internationaux. No. 8-9. L’investissement 
dans les territoires dépendants. PartI. Pp.211. PartII. Pp. 113. 
Paris: I.S.E.A., 1951. 11”. 

[To be reviewed.] 


Paristapks (N.). Essai sur les Relations entre le Chomage, 
Le Salaire, Les Prix, Le Profit. Paris: Presses Universitaires de 
France, 1949. 93”. Pp.182. 360 frs. 


{In the late twenties the French economist Jacques Rueff claimed to have found 
a remarkable correlation between movements in real wages and unemployment in 
Great Britain during the period 1919-25. He concluded from this that the 
classical explanation of unemployment was justified; for the presence of long- 
term unemployment during the period could be explained by the stickiness of 
real wages and the existence in Great Britain of a comprehensive system of 
social insurance. The argument was considered in detail by British economists, 
including Stamp and Pigou, and the latter writer still supported a modified version 
of the thesis in his little book entitled Income in 1946. In France the Loi de Rueff 
has aroused as much interest as the General Theory, and Dr. Parisiadés’s work 
is one of the latest contributions to the controversy. Dr. Parisiadés contests 
both the statistical investigation and the conclusions derived from it. He 
analyses the correlations, both positive and negative, between real wages, prices, 
profits and unemployment for fifteen countries and shows that, although there is 
a high positive correlation between real wages and unemployment, the negative 
correlation between the price indices and unemployment is much more striking. 
He has no difficulty in showing that the level of unemployment benefit during the 
twenties and early thirties was no counter-attraction to the desire to work and 
earn.) 


SrecFriep (A.). Voyage aux Indes. Paris: Armand Colin, 1951. 
74". Pp. 160. 
[To be reviewed.] 

Warne (P.). Les Syndicats aux Etats-Unis. Leur force et leur 
originalité. Paris: Armand Colin, 1951. 9}”. Pp. 191. 


[To be reviewed.} 
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Swiss 


BANK FOR INTERNATIONAL SETTLEMENTS. 2Ist Annual Report, 
Ist April 1950—3lst March 1951. Basle: Bank for International 
Settlements, 1951. 12”. Pp. 254. 

[The Annual Report of the B.I.S. has become one of the most valuable reference 
books for all matters of international trade and world trends. This year’s issuc 
would appear to have been written in that happy past when Korea and rearmament 
had hit the United States but not (or not in equal degree) the countries of Europe, 
so that the dollar problem was less acute, but the balance-of-payments problems 
of European countries had not yet emerged in their full horror. But all the 
material is here for discussion of these problems as well as an invaluable authorita- 
tive account of the European Payments Union.] 


GraF (W.). Der Aussenhandel zwischen marktwirtschaftlich 
organisierten und zentralgeleiteten Volkswirtschaften. Zurich and 
St. Gallen: Polygraphischer, 1951. 8}. Pp. xvi + 190. 

S. fr. 12. 
[To be reviewed. ] 


MarsacnH (F.). Zur Frage Der Wirtschaftlichen Staatsinter- 
vention. Berne: A. Franke, 1951. 8”. Pp. 254. S. fr. 9.50. 

(This is yet one more book to add to the proliferation of works concerning the 
desirability of state intervention in the economy. After a gallop through the 
discussion of the meaning of state intervention, the book settles down to a steady 
trot over familiar ground. While it has little to contribute in regard to such 
problems as monopoly policy, planning problems, and so on, it does provide the 
reader with a useful summary of the views of Swiss social ’philosophers on the 
wider aspects of the planning controversy, including such writers as Emil Brunner, 
Répke and Johr. In all, this is a book for those who find it more congenial to 
digest their economics in the form of applied moral philosophy rather than as 
social science.] 


SIMONDE DE Sismonp1 (J.C. L.). Nouveaux Principes d’Economie 
Politique ou de la richesse dans ses rapports avec la population (third 
edition). Volume I. Geneva: Jeheber, 1951. 94’. Pp. 345. ° 
S. fr. 12. 


(To be reviewed.] 


Wacemann (E.). Beriihmte Denkfehler der Nationalékonomie. 
Berne: A. Francke, 1951. 94”. Pp. 272. Bound 8S. fr. 14.50. 
Paper S. fr. 10.50. 


(To be reviewed. ] 


Dutch 


Jone (F. J. pz). Het Systeem van de Marktvormem. Capita 
Selecta Der Economie XIV. Leiden: H. E. Stenfert Kroese, 1951. 
9”. Pp.x+214. f. 14. 


[To be reviewed. ] 


Italian 


JANNACCONE (P.). Prezzi e mercati (new edition). Turin: 
Einaudi, 1951. 10”. Pp. 446. L. 1000. 


[This is a new edition of a collection of essays by the distinguished Italian 
economist, first published in 1935. Four new essays are added on the problems of 
gold, on stock exchange speculation, on production and the working population 
in a free market economy and under control and on costs of production.] 
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LANZILLO (A.). La Pianificazione e la Vita. Milan: A. Giuffré, 
1950. 10”. Pp. 222. L. 880. 

(This is a work of a primarily sociological character concerning the place of 
planning in social and economic life. Importance is attached for the distinction 
between forces that are exogenous to the system and those that are endogenous, 
the state being included in the former category, and trade unions in the latter.) 


Morsetui (E.) (Ed.). Archivio Finanziario. An International 
Collection of Papers on Public Finance. Two Volumes. Vol. I, 1950. 
Pp. xi+ 530. L. 2200. Vol. II, 1951. Pp. xi+ 607. L. 3600. 
Padua: Cedam. 10”. 

(This substantial new annual contains original articles on Public Finance, 
mostly in Italian with English and French summaries, and reviews of new pub- 
lications in the field.] 


Swedish 


Nysuén (G.). The Problem of Summation in Economic Science ; 
a methodological study with applications to Interest, Money and 
Cycles. Lund: Gleerup, 1951. 9”. Pp. xii + 289. 


(To be reviewed.] 


Egyptian 


Anis (M. A.). A Study of the National Income of Egypt. Société 
Fouad Ier d’Economie Politique, de Statistique et de Législation, Nos. 
261-262, November—December 1250. Cairo: §8.0.P. Press, 1950. 
10”. Pp. 267. P.T. 40. 


[These estimates of the Egyptian national income during the years 1939-45 
have been compiled by Dr. Anis, of the Egyptian Civil Service, as a Ph.D. 
Thesis of the University of London, under the supervision of Dr. E. C. Rhodes. 
As in many other cases, the work was made difficult by lack of adequate statistical 
materiz:. He has used a three-fold technique of compilation and cross-checking, 
including incomes, output and expenditure. He has not attempted a reconcilia- 
tion of the different totals reached by the first two methods with each other and 
with the limited data on expenditure, preferring to let the differences indicate the 
uncertainties, The net national income would appear to have been approximately 
£166 million (Egyptian) in 1938 and £502 million in 1945.] 


Official 
BRITISH 
British TRANSPORT Commission. Report and Accounts for 1950. 
London: H.M. Stationery Office, 1951. 10’. Pp. viii + 446. 12s. 


(The report touches briefly on larger issues of co-ordination of road and rail 
transport facilities and of railway labour problems in addition to providing the 
usual detailed account of the operations of the different executives throughout the 
year. ] 


CoLoniAL OFFIcE. Colonial Research, 1950-1951. London: H.M. 
Stationery Office, 1951, 10”. Pp. 243. 6s. 6d. 

(This annual report includes an account of the research which is going on 
under the supervision of the Colonial Social Science Research Council and the 
Colonial Economic Research Committee. With research workers more easy to 
recruit for such work, the vol .: 3 of research was noticably increased in the past 
year. ] 
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CotontaL Orrice. The Processing of Colonial Raw Materials. 
A Study in Location by CuarLtorte LevsuscHer. London: H.M. 
Stationery Office, 1951. 10”. Pp. iv + 186. 10s. 


[This volume brings together a number of special studies on the economies of 
the location of the processing of various individual raw materials—cocoa, oil 
products, sisal, sugar, timber—several of which have appeared in the Bulletin of 
the Imperial Institute, but have now been brought up to date. Dr. Leubuscher 
has added a general discussion of the factors influencing the location of the 
processing industries, and relating it to recent theoretical work in the theory of 
industrial location. This practical study of particular location problems in their 
statistical setting deserves the attention of workers in that field.j 


StatisticaL Digest OF THE Wak (History of The Second World 
War, United Kingdom Civil Series, edited by W. K. Hancock). 
London: H.M. Stationery Office and Longmans, Green, 1951. 9}”. 
Pp. xxii + 248. 32s. 6d. 

[This volume gives in convenient and readily available form the chief statistics 
of the United Kingdom during the war years. It covers in successive sections : 
population and vital statistics; man-power; social conditions; agriculture and 
food; fuel and power; raw materials; production (mainly munitions pro- 
duction); external trade; transport; public finance; national income; wages 
and prices. The volume is completed by some admirably comprehensive notes 
to safeguard new readers and to remind the old hands, to whom many of these 
familiar figures are their war-time bread and butter. Perhaps one or two minor 
comments may be made. First, it will seem curious to the war-time compilers of 
these statistics to find that the recorded source is the peace-time Ministry from 
whose files the figures were disinterred rather than the war-time Ministry which 
produced them; thus figures of aircraft production are attributed to the Ministry 
of Supply. Second, some of the figures (notably those of national income, 
consumption, disinvestment) are the best account that can now be given and are 
(quite properly) not always the figures on which war-time decisions were made. 

ird, this volume in general gives figures only for the United Kingdom; lend- 
lease (and reciprocal aid) appear in summary tables; certain munitions tables 
show supplies from overseas. There are no consolidated statements for all Allies, 
and no tables in which Allied munitions output is compared with Axis production. 
The official historians apparently prefer to leave to private enterprise this very 
important aspect of the statistical history of war production. ] 


AMERICAN 


Economic Co-OPERATION ADMINISTRATION. The Marshall Plan; 

a program of international co-operation. Prepared by Lewis P. Todd, 

Editor of Social Education, Official Journal of the National Council for 

Social Studies, for the Advisory Committee on Education of E.C.A. 
Washington: E.C.A., 1951. 9’. Pp. 63. 

is admirably written and well-illustrated pamphlet has been prepared on 


(Th 
behalf of the E.C.A. for the purpose of bringing the aims and nature of the Marshall 
Plan more effectively before American students. ] 


ECA TEcHNIcAL ASSISTANCE COMMISSION ON THE INTEGRATION OF 
THE REFUGEES IN THE GERMAN ReEpusuic. The Integration of 
Refugees into German Life. A Report submitted to the Chancellor 
of the Federal Republic of Germany, March 21, 1951. Washington : 
Distributed by the National Planning Association, 1951. 9’. Pp. ix 
+109. $1.50. 

{In order to provide for the employment and resettlement of the 9,400,000 
refugees in Western Germany—over three-quarters of them “‘ expellees ” from 
Germany’s lost territories in the East—the authors of this report, which contains 
much valuable information on points of detail, recommend a capital investment 
P e of 12.5 billion DM. — over six years. It is throughout assumed 
that the high level of unemployment amongst refugees is due entirely to 


lack of capital equipment and structural maladjustments, and has nothing to do 
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with any general deficiency of demand. One would have welcomed a more 
explicit discussion of this point, although the heavy concentration of the refugee 
population in agricultural states is duly pointed out in the report in this con- 
nection. The authors are at pains to explain that their suggestion that 7 billion 
DM. of the proposed capital expenditure be financed by borrowing need not 
necessarily involve inflation. ] 


INTERNATIONAL 


THE INTERNATIONAL Economic Association. The Problem of Long 
Term International Balance. Proceedings of a Round Table Discus- 
sion held at Monaco, September 1950. Paris: UNESCO (London : 
The Economists’ Bookshop), 1951. 93”. Pp. 93. 5s. 


[This contains a number of papers prepared for the Round Table Conference 
on this subject held by the International Economic Association at Monaco 
during September 1950. Contributors include Prof. Haberler, Prof. Robertson, 
Prof. Keirstead, Prof. Keilhau, Prof. Akerman, Prof. Frankel, Mr. MacDougall, 
Mr. Kaldor, Mr. Colin Clark, M. Uri. A record of the main points made in the 
discussions is also included. These cover an analysis (based on papers not 
reprinted here but available in French in the Revue Economique of May 1951) of the 
nature of the world problems; the relation of internal policies to external balance ; 
the problems of tariffs in relation to comparative advantages; the problems of 
progressing economies. } 


INTERNATIONAL Lasour Orrice. Co-operation in Industry. 
Studies and Reports, New Series No. 26. Geneva: International 
Labour Office, 1951. 9}. Pp. iv + 238. 9s. 


[To be reviewed. ] 


INTERNATIONAL LABOUR OFFICE. Payment by Results. Studies 
and Reports new series No. 27. Geneva: International Labour 
Office, 1951. 94’. Pp. viii + 204. 7s. 6d. 


[To be reviewed.] 


INTERNATIONAL MONETARY Funp. Annual Report, 1951. Wash- 
ington : International Monetary Fund, 1951. 9”. Pp. ix + 158. 


[The account of the Fund’s activities during the year is accompanied by a 
brief survey of developments in international economic relations over the year.] 


INTERNATIONAL MONETARY Funb. Balance of Payments Year- 
book. Volume III, 1949-1950. Washington: International Mone- 
tary Fund, 1951. 11”. Pp. v + 436. 


[This third volume in this invaluable series of Yearbooks follows broadly the 
same pattern as in previous years, but it goes considerably further than its pre- 
decessors in providing up-to-date information and regional classifications. Follow- 
ing earlier practice, it gives both estimates in the individuaLfinancing form of the 
actual country concerned and in a standard form, which is almost the same for 
all countries. It begins with a full and careful statement of.concepts and 
definitions. One interesting feature here is the distinction between monetary 
gold movements (the change in official gold holdings) which is treated as a capital 
movement and non-monctary gold movements (the difference between net gold 
transactions with foreigners and the monetary movement) which is rightly 
treated as on current account. This volume is an absolutely essential work of 
reference. ] 


UnitTED Nations DEPARTMENT OF Economic Arrairs. Budgetary 
Structure and Classification of Government Accounts. New York : 
United Nations (London: H.M. Stationery Office), 1951. 9’. Pp. 
iv-+ 100. 5s. 
[To be reviewed. ] 
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Unirep Nations DEPARTMENT OF Economic Arrarrs. Inter- 
national Tax Agreements. Volume II. New York: United Nations 
(London: H.M. Stationery Office), 1951. 11”. Pp. xi-+ 225. 
17s. 6d. 


[Contains agreements signed since 1948 as well as the texts of a few earlier 
agreements not previously published. } 


Unitep Nations DEPARTMENT OF Economic AFFAIRS. Public 
Finance Surveys; Venezuela. New York: United Nations (London : 
H.M. Stationery Office), 1951. Pp. vii + 87. 5s. 


[An analysis of the fiscal position of Venezuela in the light of the country’s need 
to avoid excessive dependence on petroleum and to be prepared against the 
consequences of a recession in the United States. ] 


UnitTep Nations DEPARTMENT OF Economic AFFaIRsS. Review of 
Economic Conditions in Africa. Supplement to World Economic 
Report, 1949-50. New York: United Nations (London: H.M. 
Stationery Office), 1951. 11”. Pp. viili+ 119. 9s. 


[An account, set out commodity-wise and on a functional basis, of the common 
problems confronting the countries of the African continent. Certain familiar 
problems of Africa emerge at once; first the great dependence of particular 
territories on one or two commodities—ground-nuts in Gambia, sugar-cane in 
Mauritius and Réunion, rubber in Liberia, cotton in the Sudan, represent over 
two-thirds of total exports—and in other cases, such as cocoa and palm-oil in 
West Africa, two commodities dominate the situation; second, how far African 
agricultural yields are below world averages—a half to two thirds in many cases ; 
the smallness of Africa’s share in world trade—about 6% of world exports. The 
most valuable sections describe recent production trends and government pro- 
grammes for development. If criticism is to be made, it is that these sections are 
rather too backward looking, and at best give us an account of current production. 
But Africa is, marginally at least, a very important primary producer, particu- 
larly of minerals and metals. In the thirties there were great expansions. To- 
day the world is desperately short of non-ferrous metals and other minerals, and 
the terms of trade are heavily in favour of primary production. It is difficult to 
get from this any clear picture of current investment in primary production as 
distinct from the social and other investment included in government programmes. | 


UnitED Nations DEPARTMENT OF Economic AFFAIRS. Review of 
Economic Conditions in the Middle East. Supplement to World 
Economic Report, 1949-50. New York: United Nations (London : 
H.M. Stationery Office), 1951. 11”. Pp. viii + 84. 7s. 6d. 

[This report, like that noted immediately above, discusses the general problems 
of the Middle East countries as a whole. It deals first with the basic characteristics 
of the region and its main economic trends. It discusses the importance of oil 
in the Middle East economy and its world position in fairly full detail. It 
concludes with an analysis of the poverty and potentialities of the area, the 
obstacles to economic development and an account of actual development projects. ] 


UnitED Nations Economic CoMMISSION FOR Europe. Directory 
of Building Research and Development Organisations in Europe. 
Geneva : United Nations, 1951. 9”. Pp. 116. 75c. 


[Brief accounts are given of the field of work of each of the organisations 
listed.] 


Unitep Nations. Supplement (1951) to Catalogue of Economic 
and Social Projects 1950. New York: United Nations (London : 
H.M. Stationery Office), 1951. 9’. Pp. xiv+ 310. 17s. 6d. 


(This supplement covers work in progress in 1950 and carried over or approved 
for initiation in 1951.] 
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